HEALTH SERVICES AND DEVELOPMENT AGENCY MEETING

NAME OF PROJECT:

PROJECT NUMBER:

ADDRESS:

LEGAL OWNER:

OPERATING ENTITY:

CONTACT PERSON:

DATE FILED:

PROJECT COST:

FINANCING:

REASON FOR FILING:

DESCRIPTION:

Life Care Centers of America, Inc. d/b/a Life Care Center of East Ridge requests
approval for the replacement of a Medicare-certified 130 bed nursing home with
a new 108 bed facility to be constructed on the same campus. Twenty-two beds
will be de-licensed reducing the bed complement from 130 to 108.
application proposes to change the location of the nursing home from its current
location at 1500 Fincher Avenue, East Ridge (Hamilton County), TN to a new
unaddressed site adjacent to the current location. The proposed 80,200 square
foot facility will consist entirely of 108 beds in private rooms. Since the applicant
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is not requesting additional beds, the project is not subject to the 125-bed
Nursing Home Bed Pool for the 2014-2015 state fiscal year period.

SERVICE SPECIFIC CRITERIA AND STANDARD REVIEW

CONSTRUCTION, RENOVATION, EXPANSION, AND REPACEMENT OF
HEALTH CARE INSTITUTIONS

1. For relocation or replacement of an existing licensed health care
institution:
a.  The applicant should provide plans which include costs for both
renovation and relocation, demonstrating the strengths and
‘weaknesses of each alternative. @~

Renovation cost was estimated at $13,295,700 and construction cost at
$14,837,000. Because of the high cost and several disadvantages associated
with renovation, new construction was chosen because the result would be a
new state-of-the art facility. |

It appears this criterion has been met.

b.  The applicant should demonstrate that there is an acceptable
existing or projected future demand for the proposed project.

The applicant projects 13,707 patient days of care (34.8% occupancy) in Year
1 of the project and 25,934 patient days of care (65.8% occupancy) in Year 2.

It appears this criterion has been met.
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STAFF SUMMARY

Note to Agency members: This staff summary is a synopsis of the original
application and supplemental responses submitted by the applicant. Any HSDA
Staff comments will be presented as a “Note to Agency members” in bold italics.

Summary

This application is for the replacement of an existing 40 year old nursing home
facility to be constructed on land adjacent to the existing site. = The applicant
indicates the 14.6 acre site provides the opportunity for future expansion that
could include an assisted living facility and a retirement facility.

If approved, the existing nursing home will be closed for approximately 2.5 years
until the new facility is constructed. ~Approximately 45 days before the
scheduled closing date, patient admissions will be discontinued. Existing
patients will be encouraged to transfer to Life Care Center of Collegedale which
is under common ownership and has a similar charge structure and is only 11
miles away. The applicant is requesting an extended expiration date of 3 years,
which is 1 year beyond the normal expiration date for nursing home projects.

History

o Life Care Center of East Ridge was approved in 1988 for a 40 bed addition
to increase licensed nursing home beds from 120 to 160. In September
2008, it agreed to de-license 30 of its 160 beds if a sister facility (Life Care
of Missionary Ridge, CN0806-038A) were approved for 30 new beds as
part of its replacement/relocation application. The Missionary Ridge
application was approved and East Ridge de-licensed the beds effective
January 31, 2011.

e Because there was only 21 beds remaining in the 125 bed Nursing Home
Bed Pool for the July 2007 - June 2008 state fiscal year period, a second
application, Life Care Center of Missionary Ridge (CN0904-016A) was
submitted and approved at the July 22, 2009 Agency meeting for the
remaining 9 beds.

Ownership Information
o Life Care Center of East Ridge is owned by Life Care Centers of America
(99.5%) and East Ridge Medical, Inc. (0.5%) which are both ultimately
100% owned by Forrest L. Preston.
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o Life Care Centers of America, Inc., founded in 1976, is a for profit
corporation incorporated in the State of Tennessee with its corporate
headquarters in Cleveland, Tennessee.

e Life Care Centers of America, Inc., manages approximately 220 skilled
nursing centers in 28 states.

e Life Care operates and/or manages 26 skilled nursing facilities in
Tennessee (see attachment B.1.1 for a listing of Life Care facilities).

e Forrest Preston is also involved in the ownership and management of 3
independent /assisted living facilities within the state of Tennessee.

Note to Agency members: In the supplemental response, the applicant indicated
Life Care Centers of America, Inc. has been named in the following 2 federal
lawsuits filed under the Federal False Claims Act Qui Tam provisions which
now have been consolidated in the United States District Court for the Eastern
Division of Tennessee:

United States of America, ex rel. Glenda Martin v. Life Care Centers of America,
Inc., Case No.: 1:08-CV-251 originally filed October 16, 2008. , and

United State of America, ex.rel. Tammie Taylor v. Life Care Centers of America,
Inc., Case No.: 1:12-CV-64 originally filed June 25, 2008.

In supplemental #4, the applicant indicated the lawsuits claim that certain Life
Care Centers of America (LCCA) therapists provided rehabilitation therapy to
Medicare beneficiaries at a level that was not medically reasonable or necessary,
or did not constitute skilled therapy under applicable Medicare guidelines,
allegedly causing certain patients to be improperly classified at higher levels of
reimbursement. In the December 12, 2014 supplemental response, the applicant
indicated discovery is ongoing in the cases, and no trial date for the
consolidated lawsuits has been set. In addition, the applicant indicates the
effect of any outcome of the cases cannot be reasonably estimated and no
provisions have been made in the financial statements for Life Care or any of its
affiliates. The applicant notes East Ridge Medical Investors, LLC is not a
defendant in the lawsuit. The applicant indicates LCCA believes that it has
substantial defenses to the allegations and intends to vigorously defend itself.

Facility Information
e The existing 53,568 SF skilled nursing home will relocate to 80,200 SF of
newly constructed space on a 14.6 acre site.
e The number of licensed beds will be reduced from 130 (10 private beds,
120 semi-private beds) at the existing location to 108 beds (private) at the
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proposed new location. These beds are Medicare certified, but not
Medicaid certified.

The newly constructed replacement nursing home will include 3
dayrooms, activity room, ice cream and gift shop, library, beauty shop,
outdoor courtyards, walking paths, gazebos, and 2 dining rooms.

A Square Footage and Cost per Square Footage Chart that details existing
Square Footage and proposed final Square Footage is located on page 10
of the application.

Floor plan drawings are included in Attachment B.IV.

Note to Agency members: Portions of the proposed site are currently
approximately 4 feet below the 100 year flood level determined by the Federal
Emergency Management Agency (FEMA). The proposed replacement site will
require significant fill to be imported to raise the finish floor 4-6 feet above the
100 year flood level. The applicant has included costs to raise the area in the
$1,500,000 Site Preparation Cost.

Project Need:

The existing nursing home is 40 years old and has significant space
limitations in the size of resident rooms, activity spaces, and therapy space
plus the lack of space for administrative offices and storage space.

The bed space in the existing nursing home is 412 square feet per bed and
will increase to 743 square feet in the new facility.

Currently 10 private rooms do not have private showers. The proposed
replacement facility will consist of all private rooms with full bathrooms
including shower.

The existing nursing home has an inadequate emergency generator and
wiring in the event of a power outage.

There is only one elevator in the existing 2 story nursing home.

A new traffic signal will be installed at the new facility to alleviate a
congested intersection allowing for a safer traffic pattern.

Service Area Demographics:
Life Care Center of East Ridge’s declared service area consists of Hamilton County.

The total population of Hamilton County is expected to increase by 1.5%
from 349,273 residents in 2015 to 354,610 residents in 2019.

The overall statewide population is projected to grow by 3.7% from 2015
to 2019.

The service area 2015 age 65 and older category will increase by
approximately 10.7% from 57,974 residents in 2015 to 64,174 in 2019
compared to a statewide increase of 12%.
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e The 65 and older population cohort presently accounts for approximately
16.6% of the total service population compared to a statewide average of

15.2%.

e The number of service area residents enrolled in the TennCare program is
estimated at approximately 15.7% of the service area population
compared with the statewide average of 17.9%.

Historical and Projected Utilization

The licensed bed occupancy of Hamilton County nursing homes was approximately
84% in calendar year 2013. Key highlights follow:

Hamilton County 2013 Nursing Home Utilization

County | Licensed 2013 Patient Days 2013
Beds Non-Skilled | Skilled Total Occupancy
Life Care of Hamilton 124 20,035 15,779 35,814 79.1%
Collegedale
Life Care Center of Hamilton 130 7,717 22,333 30,050 63.3%
East Ridge
Life Care Center of Hamilton 108 8,220 26,357 34,577 87.7%
Missionary Ridge
Life Care Center of Red | Hamilton 148 25,409 15,200 40,609 75.2%
Bank
Subtotal Life Care 510 63,381 79,669 141,050 75.7%
Center Facilities -
Alexian Village Hamilton 114 28,305 6,895 35,200 84.6%
Consulate Health Care | Hamilton 127 31,498 12,856 44,354 95.7%
NHC Healthcare, Hamilton 207 39,464 20,238 59,702 79%
Chattanooga
Siskin Hospital Hamilton 29 0 9,093 9,093 85.9%
Rehabilitation
Soddy Daisy Hamilton 120 29,800 10,123 39,923 91.1%
Healthcare Center
St. Barnabas Nursing Hamilton 108 30,627 6,134 36,761 93.2%
Home
The Health Care Hamilton 444 102,215 39,898 142,113 76%
Center- Standifer
Subtotal Other 1,149 261,909 105,237 | 367,146 87.5%
Nursing Homes
Grand Total L] 1,659 323,290 184,906 | 508,196 | 83.9%
Source: 2013 Joint Annual Report
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o Life Care Center of East Ridge’s non-skilled patient days in 2013
represented 25.6% and skilled days 74.3% of total patient days in 2013.

e Opverall, non-skilled patient days in Hamilton County represented 63.6%
and skilled patient days 36.4% of total patient days in 2013.

e There are 4 Life Care owned nursing homes in Hamilton County
.representing 510 licensed beds that experienced an occupancy rate of
75.7% in 2013, which is approximately 8 percentage points lower than
87.5% of the remaining 7 nursing homes in Hamilton County that
represented 1,659 licensed nursing home beds.

e Life Care Center of East Ridge is Medicare-certified, while the other 3 Life
Care nursing homes are Medicare/Medicaid certified.

Life Care Center of East Ridge Historical and Projected Utilization

Licensed Beds | 160 130 130 130 108 108
Patient Days 36,790 | 33,963 | 30,050 | 26,238 § 13,707 | 25,934
Average Daily |[1008 (931 823 |71.9 376 |711
Census

Occupancy 63% 71.6% | 63.3% | 55.3% 34.8% | 65.8%

The utilization table above reflects the following:
e Patient Days will increase 89% from 13,707 in 2017 to 25,934 in 2018

(Year 2).
e The occupancy of 63% on 160 beds in 2011 will increase to 65.8% in

2018 (Year 2) on 108 beds which is 52 less licensed beds.

The table below highlights the projected utilization in the first two years of the
project.
Life Care Center of East Ridge Projected Utilization

Year | Licensed | Medicare SNF SNF Skilled |  Non Total | Occup.
Beds certified | Medicare Medicaid Other | gkilled ADC
beds ADC ADC payors ADC
payors)
2017 108 108 28.2 0 1.8 7.6 37.6 | 34.8%
2018 108 108 534 0 34 14.3 711 | 65.8%

Source: CN1410-044, Page 25

e Life Care Center of East Ridge estimates the licensed occupancy of the 108-
bed nursing unit will increase from 34.8% in 2017 to 65.8% in 2018.

e The applicant projects a patient mix of 28.2 Medicare skilled patients and 1.8
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skilled (other payors), and 7.6 non-skilled (other payors) patients for a total
average daily census of approximately 37.6 patients per day in the first year of
the project.

Project Cost
Major costs of the $24,874,400 total estimated project cost are:
e Acquisition of Site: $3,722,400 or 15% of total cost
e Construction (including contingency) - . $15,337,000 or 62% of total cost.

For other details on Project Cost, see the Project Cost Chart on page 27 of the
original application.

A letter dated October 20, 2014 from Franklin Associates, Architects, Inc. states
that the proposed construction costs were reviewed and that the plan will meet
all the requisite elements required by the 2010 AIA Guidelines for the Design and
Construction of Healthcare Facilities as well as all applicable local, state, and
federal standards.

Construction Cost Per Square Foot

e The new construction cost is $185.00 per square foot (SF) for the 80,200
square feet replacement nursing home.

e Asreflected in the table on the following page, the new construction cost
is above the 3rd quartile of $167.61 per square foot as compared to other
nursing home construction projects between 2011 and 2013.

¢ In the supplemental response, the applicant indicates higher construction
costs are the result of having all private rooms which increases the
number of bathrooms in patient rooms.

Please note the table displayed below:
Statewide
Nursing Home Construction Cost Per Square Foot
Years 2011-2013

Renovated New Construction | Total construction
Construction
1st Quartile $25.00/sq. fi. $152.80/sq. ft. $94.55/sq. ft.
Median $55.00/sq. ft. $167.31/sq. ft. $152.80/sq. ft.
3rd Quartile $101.00/sq. fi. $176.00/sq. fi. $167.61/sq. ft.
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Historical Data Chart
The applicant provided a Historical Data Chart for Life Care Center of East
Ridge.
o Life Care Center of East Ridge reported net operating income after capital
expenditures of $1,283,834 in FY2011, ($168,677) in FY2012, and $7,988 in
FY2013.

Projected Data Chart
The applicant provided a Pro]ected Data Chart for the 108-bed replacement
nursing home. The Projected Data Chart reflects the following:

e In FY2017 on projected 13,707 patient days, gross operating revenue is
projected to be $6,862,250 ($501/day) and in FY2018 on 25,934 patient
days, projected gross operating revenue is $13,817,386 ($533/ day).

e Deductions from operating revenue are projected to total $809,184 in
FY2017 or 11.8% of gross revenue and in FY2018 total deductions of
$2,677,867 or 19.4% of gross revenues.

e With net operating revenue in 2017 of $6,053,066 and operating expenses
of $8,190,185, the result is a projected net operating loss of ($2,462,272).
Net operating income is expected to increase to $181,297 in FY2018.

* No Charity Care is projected in Year One or in Year Two of the proposed
project.

Charges
Summarizing from the revised Projected Data Chart the average patient daily
charges are as follows:
e The proposed average gross per diem charge is $501.00/day in FY2017;
however, the net charge after contractual adjustments amounts to $442 per
day. Net charges decrease to $430 in FY2017.

Note to Agency Members: Section 4432(a) of the Balanced Budget Act of 1997
changed how payment is made for Medicare skilled nursing facility services
from a cost based to a per-diem prospective payment system (PPS) covering
all costs (routine, ancillary and capital) related to the services furnished to
beneficiaries under Part A of the Medicare program. Under PPS, payments for
each admission are case-mix adjusted to classify residents into a Resource
Utilization Group (RUG) category based on data from resident assessments
and relative weights developed from staff time data. Source: “Skilled Nursing
Facility PPS”, CMS.gov.
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Medicare/TennCare Payor Mix

[ ]

Medicare - In FY2017 gross revenue of $4,814,872 or approximately 70% of
total revenue.

There are no TennCare/Medicaid projections as the facility will not be
Medicaid certified.

Financing

L]

An October 2, 2014 funding letter from Bianca Andujo, Bank of Texas
Senior Vice President, indicates the $24,874,400 project will be funded by a
100% bank loan over a 5 year period with interest only payments during
construction and lease up. The letter noted a current interest rate of 4%.

A letter dated October 6, 2014 in Supplemental #1 from Renee B. Ford,
CPA, of Decosimo Certified Public Accountants, notes the project will be
bank-financed over five years, requiring total principal and interest
payments of approximately $995,000 per year and a balloon payment of
approximately $23.9 million which will be refinanced.

Ms. Ford’s letter also notes the net cash flows from the 2011-2013 audited
financial statements were substantially in excess of the debt service of the
operating capital needed for East Ridge and the approximately $7.5-8.5
million for the several new skilled facilities under construction and in fill-
up stages during 2014-2015.

A letter dated October 30, 2014 from Decosimo Certified Public
Accountants in Supplemental #1 notes a current ratio of 2.06:1 (including
current maturities of long-term debt expected to be refinanced in total
current liabilities in the calculation), and a debt service coverage ratio of
1.53:1 from Life Care Centers of America, Inc. and Consolidated Entities
audited financial statements as of December 31, 2013.

Review of the East Ridge Nursing Home unaudited financial statements
for the period ending December 31, 2013 indicates $941.00 in cash, total
current assets of $2,107,679, total current liabilities of $824,465 and a
current ratio of 2.55 to 1.

Note to Agency members: Decosimo did not provide the financial figures that
calculated the current and debt service ratios. The following are the definitions
of current and debt service ratios:

Current Ratio is a measure of liquidity and is the ratio of current assets to

current liabilities, which measures the ability of an entity to cover its current
liabilities with its existing current assets. A ratio of 1:1 would be required to
have the minimum amount of assets needed to cover current liabilities.

Debt Service Ratio measures the ability to meet annual debt payments by

dividing net income available for debt service by annual debt service
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requirements. A ratio of less than one means that the company doesn't generate
enough operating profits to pay its debt service and must use some of its
savings. Generally, companies with higher service ratios tend to have more cash
and are better able to pay their debt obligations on time.

Note to Agency members: In order to evaluate the financial feasibility of the
proposed project, the most recent audited financial statements from Life Care of
America, Inc. with accompanying results was requested in Supplemental
requests, but was refused to be provided by the applicant. Audited financial
statements with accompanying notes are used to demonstrate the financial
feasibility of a project. They are especially important when an applicant has
multiple projects under construction.

The following is a table for Life Care Centers of America, Inc.’s capital projects
for the past 5 years:

Project Name State Capital Cost Date/Expected Date
of Completion
Cape Girardeau SNF MO $20,301,930 12/19/2013
Hickory Woods SNF TN $23.575.574 12/13/2011
Hixson SNF N $18.827.656 12/16/2010
Old Hickory SNF TN $23,526,304 4/4/2012
Ooltewah SNF TN $24,955,535 12/5/2012
Rhea County SNF N $21,900,676 1/12/2013
Stonegate SNF TN $24,573.283 5/8/2012
Sub-Total $157,573,283
Proposed: Life Care Center N $24,874,400 9/2017
of East Ridge (CN1410-
044)
Grand Total $182,535,358

Source: CN1410-44 Supplemental #1

Attached to this summary is a transcript from the Agency meeting dated May 23,
2012 for the applicant’s most recent Life Care Center of America’s project,
Colonial Hills Nursing Home, CN1202-003A which was also attached to
Supplemental Request #3. In the Colonial Hills Nursing Home transcript, an
Agency member is documented as requesting the consolidated financial
statements for Life Care Centers of America, Inc. which were not available in the
Colonial Hills Nursing Home application. As stated previously, the Agency
request to review the most recent consolidated financial statements for Life Care
Centers of America, Inc. was refused by the applicant. The applicant has stated
that Life Care is a privately held company and is not required by law to make
its financial statements public. As stated in the applicant’s Supplemental #3
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response, the applicant is prepared to incur the risks of presenting its
application without the benefit of an audited financial statement.

Staffing

The applicant’s current staffing pattern for direct patient care in Year One (2017)
staffing totals 87.5 full time equivalents (FTE), direct patient care staff calculates
to approximately 13.3 hours of care per resident per day. Clinical staff includes
the following positions classifications:

e 6.0 FTE Registered Nurses (RNs)
e 16.0 FTE Licensed Practical Nurses (LPN)
o 32.0 Certified Nursing Aides
¢ 18.0 Physical Therapists
3.5 Speech Therapists
e 12 Occupational Therapists

-Note to Agency Members: 1 FTE means an employee who works 2,080 regular
hours per year. Current licensure standards require nursing homes to have
adequate numbers of licensed registered nurses, licensed practical nurses and
certified nurse aides to provide nursing care to all residents as needed. Nursing
homes shall provide a minimum of 2 hours of direct care to each resident every
day including 0.4 hours of licensed nursing personnel time. There must be
supervisory and staff personnel for each department or nursing unit to ensure,
when needed, the availability of a licensed nurse for bedside care of any resident.
Source: Chapter 1200-08-06-.06, Rules of the Board for Licensing Health Care
Facilities, Division of Health Care Facilities, Tennessee Department of Health
(revised March 2014).

Licensure/Accreditation

Life Care Center of East Ridge is licensed by the Tennessee Department of
Health, certified by Medicare, and is Joint Commission accredited. Life Care
Center of East Ridge’s most recent survey by the Department of Health was
January 21-23, 2014. As a result of the survey, the applicant was required to
submit a plan of correction. In a letter dated March 24, 2014 from the
Department of Health, the plan of correction was accepted and East Ridge was in
compliance with all participation requirements as of February 14, 2014. A copy
of the survey and letter are located in the Attachment, Orderly Development, 7

(c). 1.
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Note to Agency members: In the supplemental response, the applicant indicated
Life Care Center of East Ridge was assessed $195,715 in state and federal
penalties in connection with the facility’s 10/18/2011 survey.

A news release from the Tennessee Department of Health dated November 9, 2011
stated the following: “On November 3, the Life Care Center of East Ridge was
ordered not to admit any new residents based on conditions found during a
complaint investigation conducted October 10 - October 18. During the
inspection, surveyors found violations of the following standards:
administration, performance improvement, and nursing services. The Tennessee
Department of Health announced that the suspension of admissions at Life Care
Center of East Ridge was lifted effective November 8, 2011.”

Corporate and property documentation are on file at the Agency office and will be
available at the Agency meeting.

Note to Agency Members: If approved, Life Care Center of East Ridge requests
an extended expiration date of 3 years, which is 1 year beyond the normal
expiration date for nursing home projects. The Project Completion Chart on
page 21 of the original application indicates the initiation of service for the
proposed project is projected to occur in September 2017.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT

There are no other Letters of Intent, denied or pending applications, or outstanding
Certificates of Need for this applicant.

Life Care Centers of America, Inc. has a financial interest in this project and the
following:

Denied Applications

Dayton Medical Investors, LLC dba Life Care Center of Rhea County, CN1003-
013D, was denied at the June 23, 2010 Agency meeting. The application was for
the relocation and replacement of an 89 bed nursing home from 7824 Rhea
County Highway, Dayton (Rhea County), TN, to an unaddressed site on
Manufacturers Road, Dayton (Rhea County), TN. Estimated project cost was
$15,094,887.00. Reason for denial: The orderly development of adequate and effective
health care is at risk in terms of potential damage to other existing facilities.
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Outstanding Certificates of Need

Colonial Hills Nursing Center, CN1208-039A, has an outstanding certificate of
need that will expire on January 1, 2016. The CON was approved at the
November 14, 2012 Agency meeting. The CON was approved to relocate and
replace the 120 bed nursing home from 2034 Cochran Road, Maryville (Blount
County), TN 37803 to 1965 Stewart Lane, Louisville (Blount County), TN 37777.
The estimated project cost is $21,239,000.00. Project Status: A February 2, 2015
progress report indicated interior walls, ceilings, and attics are being constructed.
Exterior siding and stone work is continuing. The anticipated date of project completion
is August 1, 2015.

CERTIFICATE OF NEED INFORMATION FOR OTHER SERVICE AREA
FACILITIES:

There are no Letters of Intent, denied applications, pending applications or
outstanding Certificates of Need for other health care organizations in the service
area proposing this type of service.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF HEALTH,
DIVISION OF HEALTH STATISTICS, FOR A DETAILED ANALYSIS OF
THE STATUTORY CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE
IN THE AREA FOR THIS PROJECT. THAT REPORT IS ATTACHED TO
THIS SUMMARY IMMEDIATELY FOLLOWING THE COLOR DIVIDER
PAGE.

PME (03/09/15)
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gix and I'm talking about managerial types,
whether it's healthcare management or
businesses manager, how many of those people
are still employed in the Life Care
organization?

DR. SCOTT: Ken Scott,
corporate medical director. 1I1I'm trying to
think through that. Pretty much I think
there's one regional vice president in the
line of that that is still employed. The ED
is gone. The divisional director for the
Tennessee area has been replaced. The chief
operating officer has been replaced. So, all
the way up those positions were replaced.

MR. DOOLITTLE: Okay.

DR. SCOTT: There's one
regional vice president still.

MR. DOOLITTLE: Okay. I hawve:
a.second questien and it has. to. do with
financing of the_ faeility, which perhaps
there's someone else that -- I apologize for
my terrible cold. I sound like a frog.

MR. PIGG: Mike Pigg,

Life Care controller.

MR. DOOLITTLE: Mr. Pigg?
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MR. PIGG: Pigg.

MR. DOOLITTLE: Does Life Care
typically finance these facilities on a
project financing basis?

MR. PIGG: Yes, sir.

MR. DOOLITTLE: Okay. So, the
financing of the facility is based on the
credit of the facility; is that correct?

MR. PIGG: It's based on the
potential value of that facility, yes.

MR. DOOLITTLE: Okay. Is
there a Life Care parent guarantee of the
financing?

MR. PIGG: Yes, sir.

MR. DOOLITTLE: Okay: Wes
den"t haNannyrfﬂnaneiawB,@msLiﬁeu@amerinf
thiis applicatien that I'm aware of. e haver
a letter from the Décosimer saying it*s a big
company, and I know enough: abewt
Life Care to kmow it is & big company, but.is
there seome reasen: that we: dont have- any-
finamcials om the comselidated erganization?- -

MR. PIGG: Yeah. Each of our
properties stand on their own. We have a lot

of different partnerships involved and
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ownership structures involved in different
facilities. We do roll those up under one
company number at the end of the year, and
that is what you're speaking to on the
audit.

We don't normally release
those financial statements, but through the
audit letter you've seen that we do have the
external audit done and performed on our
consolidation.

MR. DOOLITTLE: Right. But if
you just look at the financials of the
facility, it looks like you've dividend it
out over the years most of the equity, most
of the profits, which is entirely
appropriate, but it looks to me like you've
got a negative equity account basically at
the facility; is that right?

MR. PIGG: At this facility,
we have struggled over the last several
months of operations, which has generated a
negative pretax profit or pretax loss.

MR. DOOLITTLE: Well, I'm
looking at the balance sheet.

MR. PIGG: At the balance
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sheet.

MR. DOOLITTLE: Yeah.

MR. PIGG: The why Life Care
operates is when we do generate equity in a
facility, a lot of times we will pull that
equity out and go into building new
facilities, paying down debt on existing
pbuildings that may have situations going on.

MR. DOOLITTLE: Right. Naw,-
I'm met at all suggesting it's, mat entirely
keosher, but my question is it appears to me:
that the credit for  this profject, if it's:
approved;, is not.really the facility, it's.
the ‘parent ‘comparmy; and yet; all we have i, asr
letter from the Decesimo saying it's a big,
company that, you know, makes a bunich ‘of
merney :

MR. PIGG: I think that
Life Care's credit reputation is a part of
that. However, the ability of that facility
to generate revenue and a pretax profit is
what the financing is based on. The outcomes
that that facility individually generates.

MR. DOOLITTLE: Okay-.. Well,

one: man"s opinion, it would be nice if we-had
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seme parent company- financials imcluded, in.
applicatioens like thiws in the future. Thank
you. That's all I have, Mr. Chairman.

MR. ELROD: Mr. Doolittle,
Dan Elrod, if I could follow up on that. The
way they did this application is the way that
all Life Care applications have been
presented to the agency, and being a
privately-owned company the reluctance to
make their financial statement a public
record, which it would be if it were filed as
part of the CON application, frankly, is
because, partly because nationwide the
nursing home industry has been a target
Defendant and subject to unbelievable
litigation of pressure by basically a cottage
industry of trial lawyers who have made a lot
of money suing nursing homes, and so, to the
extent that they cannot have that out in the
public domain, they think that's a good
gituation for them from a business
standpoint. That's the underlying rationale.

MR. DOOLITTLE: No, I
understand that. I spent 35 years im

investment bankimg. T understand private:

72




O ® 3 o0 ;1 e W N

NN NN R B R R R R R
U"lDPkUNI—'O‘.D(D\'IG\UIrPWNl—'S

20

companies. I'm just suggeating that im the.
futuxe, notwithstanding-that reasem; I
pérsoenail ly would likeAEQbseefsemé‘
consolidated financials in here: Thank you
very much.

MR. KOELLA: Okay.

Mr. Gaither.

MR. GAITHER: I guess this is
for Mr. Elrod. How many calories do you burn
getting up and down?

MR. ELROD: Too many.

3 MR. GAITHER: Well, I guess
you can pick up on the concern up here. I
guess I'll just give you guys an opportunity
to tell us -- you have several facilities in
Tennessee, what do those surveys look like
and what is going to be done differently to
make sure things are detected and fixed
quickly? I'll just give you an opportunity
to address that since I think that's what a
lot of us are trying to get to here.

MR. ELROD: Mr. Gaither, I
agree, and that's the reason as part of our
initial presentation I guess we anticipated

that would be a very legitimate line of
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State of Tennessee 29 g

Health Services and Development Agency
Andrew Jackson Building, 9" Floor 5
502 Deaderick Street
Nashville, TN 37243

www.tn.govihsda  Phone: 615-741-2364 Fax: 615-741-9884

LETTER OF INTENT

The Publication of Intent is to be published in the __Chattanooga Times Free Press which is a newspaper
(Name of Newspaper)
of general circulation in Hamilton , Tennessee, on or before __ October 10 , 2014,
(County) (Month / day) (Year)
for one day.

—————— e Et Bl Tt Tl Tt e T Tl Tl el Tmi e ™ =~ =t

This is fo provide official notice to the Health Services and Development Agency and all interested parties, in
accordance with T.C.A. § 68-11-1601 et seq., and the Rules of the Health Services and Development Agency, that:
Life Care Centers of America, Inc., d/b/a Life Care Center of East Ridge Nursing Home

(Name of Applicant) (Facllity Type-Existing)
Owned by: and operated by Life Care Centers of America, Inc., with an ownership type of corporation

and to be managed by: N/A intends to file an application for a Certificate of Need

of beds from 130 beds to 108 beds. No other services will be Inruat or discontinued, and no major cal equipm jill be requested.

The anticipated date of filing the application is: October 15 , 2014 .
The contact person for this project is Cindy S. Cross Assistant Secretary
{Contact Name) (Title) ]
who may be reached at: Life Care Centers of America, Inc., 3570 Keith Street, NW
{Company Name) (Address)
TN 37312 423/473-5867
(State) {Zip Code) (Area Code / Phone Number)
Lol 3 Cindy Cross@lcca.com
Cindy S. Crose, Asslstanl Socrglor (E-mull Addross)

The Letter of Integlt must be filed in triplicate and aceived etween the first and the tenth day of the month. If the last
day for filing is afSaturday, Sunday or State Holiday, filing must occur on the preceding business day. File this form

at the following address:
Health Services and Development Agency
Andrew Jackson Building, 9" Floor
502 Deaderick Street
Nashville, Tennessee 37243

——" ™ ™ Ft™ Et® Bl i’ Tk’ Rl Tah "mE T T T Tmin Tmie ™ et ™ ™ '

The published Letter of Intent must contain the following statement pursuant to T.C.A. § 68-11-1607(c)(1). (A) Any health care
institution wishing to oppose a Certificate of Need application must file a written notice with the Health Services and
Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and Development Agency
meeting at which the application is originally scheduled; and (B) Any other person wishing to oppose the application must file
written objection with the Health Services and Development Agency at or prior to the consideration of the application by the
Agency.
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1. Name of Facility, Agency, or Institution i

Life Care Centers of America, Inc. dba Life Care Center of East Ridge

Name
The new facility will be located East of the existing facility
adjacent to the current site at 1500 Fincher Avenue Hamilton
Street or Route County
East Ridge Tennessee 37412
City - State Zip Code
2. Contact Person Available for Responses to Questions
Cindy S. Cross Sr. Director of Legal Services
Name Title
Life Care Centers of America, Inc. cindy_cross@lcca.com
Company Name Email Address
3570 Keith Street, NW Cleveland Tennessee 37312
Street or Route City State Zip Code
Employee of Applicant 423-473-5867 423-339-8339
Association with Owner Phone Number Fax Number

3. Owner of the Facility, Agency or Institution

Life Care Centers of America, Inc. 423-473-5867

Phone Number

Name
3570 Keith Street NW Bradley
Street or Route County
Cleveland Tennessee 37312
City State Zip Code
4. Type of Ownership or Control (Check One)
A. Sole Proprietorship F. Government (State of TN or
B. Partnership Political Subdivision)
C. Limited Partnership G Joint Venture
D. Corporation (For Profit) X H Limited Liability Company
E. Corporation (Not-for-Profit) . Other

Response: Attachment A.4.1 is a copy of the charter and amendment to charter, Attachment
A.4.2 is a copy of the Bylaws, and Attachment A.4.3 is a copy of the corporate organization

chart.

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE
THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.
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Name of Management/operating Entity (If Applicable)

Name
Street or Route County
City State Zip Code

Response: Not applicable, Life Care Center of East Ridge is operated by Life Care
Centers of America, Inc.

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Legal Interest in the Site of the Institution (Check One)

A. Ownership D. Optionto Lease X
B. Option to Purchase E. Other
C. Lease Of Years

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Response: Attachment A.6.1 is a draft copy of the lease.

Type of Institution (Check as appropriate---more than one response may apply)

A. Hospital (Specify) l.  Nursing Home X

B. Ambulatory Surgical Treatment J. Outpatient Diagnostic Center
Center (ASTC) Multi-Specialty K. Recuperation Center

C. ASTC, Single Specialty L. Rehabilitation Facility

D. Home Health Organization M. Residential Hospice

E. Hospice N. Non-Residential Methadone

F. Mental Health Hospital Facility

G. Mental Health Residential O. Birthing Center
Treatment Facility P. Other Outpatient Facility

H. Mental Retardation Institution (Specify)

Other (Specify)

o

Habilitation Facility (ICF/MR)
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Purpose of Review (Check) as appropriate - - more than one response may apply)

A. New Institution

B. Replacement/Existing Facility
C. Modification/Existing Facility
D. Initiation of Health Care
Service as defined in TCA §

§ 68-11-1607(4) (Specify) ____.
Discontinuance of OB

Services
Acquisition of Equipment

nom

X

{

J. Other (Specify)

H. Change in Beds Complement
[Please note the type of
change by underlining the
appropriate response:
Increase, Decrease,
Designation, Distribution,
Conversion, Relocation]

{

Change of Location

Bed Complement Data

Please indicate current and proposed distribution and certification of facility beds.

Medical

Surgical

Long-Term Care Hospital
Obstetrical

ICU/CCU

Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric
Child/Adolescent Psychiatric
Rehabilitation

Nursing Facility - SNF (Medicare only)

. Nursing Facility — NF (Medicaid only)
Nursing Facility — SNF/NF (dually certified
Medicaid/Medicare)

Nursing Facility — Licensed (non-Certified)
IDIHF

Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

Swing Beds

Mental Health Residential Treatment
Residential Hospice

TOTAL

*CON-Beds approved but not yet in service

AOVO ZErXC~I@MMOUOT>

cHo

Beds
Proposed

Staffed
Beds

Current Beds
Licensed *CON

TOTAL
Beds at

Completion

130 0 130

108

130 0 130

108
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10. Medicare Provider Number 445296
Certification Type Nursing Home
11. Medicaid Provider Number 0445296
Certification Type Level Il only
12.  If this is a new facility, will certification be sought for Medicare and/or Medicaid?
Yes
No Not Applicable
X _NA
13.  Will this project involve the treatment of TennCare participants? No
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NOTE: Section B is intended to give the applicant an opportunity to describe the project and
to discuss the need that the applicant sees for the project. Section C addresses how
the project relates to the Certificate of Need criteria of Need, Economic Feasibility,
and the Contribution to the Orderly Development of Health Care. Discussions on
how the application relates to the criteria-should not take place in this section
unless otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2” x 11" white paper, clearly typed and spaced,
identified correctly and in the correct sequence. In answering, please type the question
and the response. All exhibits and tables must be attached to the end of the application in
correct sequence identifying the questions(s) to which they refer. If a particular question
does not apply to your project, indicate “Not Applicable (NA)” after that question.

I Provide a brief executive summary of the project not to exceed two pages.
Topics to be included in the executive summary are a brief description of the
proposed services and equipment, ownership structure, service area, need,
existing resources, project cost, funding, financial feasibility and staffing.

Response: Description — This Certificate of Need application is for the on-site
replacement of Life Center of East Ridge, a 130 bed nursing home located at 1500
Fincher Avenue, East Ridge (Hamilton County), Tennessee. The facility was
constructed in 1975 and expanded in 1989. The number of licensed beds in this
facility will be reduced from 130 to 108. During 2013, the facility provided 30,050 days

of care, or an average occupancy rate of 63 percent.

Starting in 1998, twelve parcels, containing 9.76 acres adjacent to the current site
were purchased. These parcels will be combined with the existing site. Cumulatively,
the new site will contain + 14.6 acres. An address has not been assigned to the

proposed building. However, the address may not change.

Ownership Structure — Life Care Centers of America, Inc. (Life Care) manages
approximately 230 skilled nursing centers in 28 states. The company was founded in
1976, and is incorporated in the state of Tennessee with its Corporate Headquarters in

Cleveland, Tennessee. Life Care operates and/or manages 26 skilled nursing facilities
in the state of Tennessee. (Please see Attachment B.1.1 for a listing of all Life Care
affiliated facilities in Tennessee.) Forrest L. Preston is the Chairman and sole
shareholder of Life Care. He also is involved in the ownership and management of
three independent/assisted living facilities within the state of Tennessee.

5
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Service Area The primary service area is defined as Hamilton County which is

expected to have a population of 349,273 in 2015.

Existing Resources Twelve nursing homes containing 1,779 licensed beds, are
currently licensed in the service area, Hamilton County. Life Care Center Of Ooltewah

was opened during 2013. During 2012, the eleven nursing homes reported providing

514,979 patient days, or an occupancy rate of 85 percent.

Need The facility was built in 1975 with an addition in 1988. The 40 year old physical
plant is aging and presents space limitations. These limitations include the size of
resident rooms, activity spaces, and therapy space, plus the lack of space for .
administrative offices and storage space. Rehabilitation services are spread
throughout the facility and are crowded. The facility has only four private rooms.
Rooms do not have private showers. The laundry is in a detached building. Outdoor
space is limited. There is only one outdoor courtyard and walking paths are limited.
The emergency generator and wiring of the facility limit the amount of power available
to support the needs of residents in a power outage. The facility is a two story building

and currently has only one elevator.

The intersection from which you access the facility is very congested. As part of this
project a new traffic signal will be installed. The entry drive into the site will be
relocated further from the intersection to allow for a safer traffic pattern. The site will
also be made safer by closing a through road on the site and eliminating a secondary

point of access.

The nursing home bed formula reports a need for 895 additional beds in Hamilton
County in 2016. This request is for the replacement of a existing nursing home, and

will reduce the number of licensed beds in Hamilton County.
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Project Cost/Funding The cost of the project is estimated to be $24,874,400, and will

be funded by a commercial loan from Bank of Texas. A letter from Bank of Texas

stating its willingness to fund this project is presented in Attachment C. Economic

Feasibility.2.

Financial Feasibility The proposed facility currently has a positive cash flow from
operations, and is expected to continue maintain a positive cash flow after the

expansion and break-even in its third year of operation.

Staffing - The current staffing is 106 FTEs. The expected staffing, during the second
year of operation, is estimated to be 120 FTES with 88 of these FTEs being clinical
positions. The staffing of the facility is reviewed in detail in the Contribution to the

Orderly Development of Health Care section of this application.

Provide a detailed narrative of the project by addressing the following items as
they relate to the proposal.

A. Describe the construction, modification and/or renovation of the facility
(exclusive of major medical equipment covered by T.C.A. § 68-11-1601 et
seq.) including square footage, major operational areas, room configuration,
etc. Applicants with hospital projects (construction cost in excess of $5
million) and other facility projects (construction cost in excess of $2 million)
Should complete the Square Footage and Cost per Square Footage Chart.
Utilizing the attached Chart, applicants with hospital projects should
complete Parts A.-E. by identifying as applicable nursing units, ancillary
areas, and support areas affected by this project. Provide the location of the

“unit/service within the existing facility along with current square footage,
where, if any, the unit/service will relocate temporarily during construction
and renovation, and then the location of the unit/service with proposed
square footage. The total cost per square foot should provide a breakout
between new construction and renovation cost per square foot. Other
facility projects need only complete Parts B.-E. Please also discuss and
justify the cost per square foot for this project.

If the project involves none of the above, describe the development of the
proposal.
Response: The chart has been completed. The construction cost is estimated to

be $14,837,000 or $185.00 per square foot.
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Life Care Center of East Ridge will offer a variety of amenities. These include three
dayrooms, an activity room, ice cream and gift shop, library, beauty shop, outdoor
courtyards, walking paths, gazebos, fine dining and a private dining room.

There will be 108 private rooms with a direct phone line, wireless internet access

and TV.

Large therapy spaces will be provided. Physical therapy, speech therapy, and
occupational therapy services will be offered. Private treatment rooms will be
available. State of the art therapy equipment will be included in the FF&E package.
An outdoor therapy courtyard with a variety of walking surfaces and transitions will

be located adjacent to the therapy gym.

The proposed 80,200 SF nursing facility will be constructed on a relatively flat +
14.6 acre site. The property is presently being surveyed and all preliminary
information indicate this land is adequate to provide all programmatic elements of
the facility. Parking quantities and landscape requirements will be designed to

accent the site, and will exceed the local zoning code.

The building in this project will be constructed under the codes adopted by the local
municipality and the Tennessee Department of Health. See Attachment B. Project

Description II.A Codes Letter.

This single story building will be framed with metal stud walls and wood trUsées.
The exterior fagade of the structure has not been determined. However, for project
cost purposes we assume the exterior wall will be brick or simulated stone
cladding, with fiber cement siding and trim accents. The proposed roofing material
is an architectural fiberglass or asphalt shingle with prefinished aluminum gutters
and downspouts. All resident windows will incorporate code mandated egress
requirements. The proposed building also incorporates a large main entry Porte
Cochere that allows three drive lanes of vehicular traffic to insuring easy all

weather access to the main entry.
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B. Identify the number and type of beds increased, decreased, converted,
relocated, designated, and/or redistributed by this application. Describe the
reasons for change in bed allocations and describe the impact the bed

change will have on the existing services.
Response: The number of licensed beds will decrease from 130 to 108 as a result
of this project. The distribution of the beds located in private and semi-private

rooms, current and proposed, beds is presented in the following table.

Table 1
Bed Distribution
Beds In Beds In
Private Rooms Semi-Private Rooms
Current 10 120
Proposed 108 -
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C. As the applicant, describe your need to provide the following health care services (if

applicable to this application):
1 Adult Psychiatric Services

2.  Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
3. Birthing Center

4. Burn Units

5. Cardiac Catheterization Services

6. Child and Adolescent Psychiatric Services
7.  Extracorporeal Lithotripsy

8. Home Health Services

9. Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance Imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Outpatient Surgery

19. Positron Emission Tomography

20. Radiation Therapy/Linear Accelerator

21. Rehabilitation Services

22. Swing Beds

Response: Not Applicable

D. Describe the need to change location or replace an existing facility.

Response: The application is for the on-site replacement of an existing facility. The facility
was built in 1975 with an addition in 1989. The 40 year old physical plant is aging and has
significant space limitations. These limitations include the size of resident rooms, activity
spaces, and therapy space plus the lack of space for administrative offices and storage space.
The laundry is currently located in another building. The square feet per bed will be increased

from 412 in the existing to 743 in the proposed, or an increase of 80 percent.

Rehabilitation services are spread throughout the facility and are crowded. The space for
rehabilitation services will be increased from 1,331 square feet to 4,222 square feet. All
rehabilitation services will be consolidated in this space. Large therapy spaces will be

available to provide physical therapy, speech therapy, and occupational therapy services.

11
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Private treatment rooms will be available. A simulated home kitchen and bath will be available

to assist patients to return home safety by practicing cooking, cleaning, laundry tasks, etc.

Currently, the facility has only ten private rooms which do not have private showers. The
proposed replacement facility anticipates all of the patient rooms will be private with full
bathrooms including shower. A variety of room configurations will be offered. Each resident

will have a direct phone line, wifi, and TV.

These current building has several deficiencies that will eliminated as a result of this project.
The emergency generator and wiring of the facility limit the amount of power available to
support the needs of residents in a power outage. The facility is a two story building and

currently has only one elevator.

The intersection from which you access the facility is very congested. As part of this project a
new traffic signal will be installed. The entry drive into the site will be relocated farther from the
intersection to allow a safer traffic pattern. The site will also be made safer by closing a

through road on the site and eliminating a secondary point of access.

. Describe the acquisition of any item of major medical equipment (as defined by the
Agency Rules and the Statue) which exceeds a cost of $1.5 million; and/or is a magnetic

resonance imaging (MRI) scanner, positron emission tomography (PET) scanner,

extracorporeal lithotripter and/or linear accelerator by responding to the following:

1. For fixed-site major medical equipment (not replacing existing equipment):
a. Describe the new equipment, including:
1. Total cost; (As defined by Agency Rule).

2. Expected useful life; :
3. List of clinical applications to be provided; and
4. Documentation of FDA approval.
b. Provide current and proposed schedules of operations.

Response: Not applicable. This project does not involve any major medical equipment.

12
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2. For mobile major medical equipment:
a. List all sites that will be served;
b. Provide current and/or proposed schedule of operations;

Provide the lease or contract cost.

o

d. Provide the fair market value of the equipment; and

e. List the owner for the equipment.

Response: Not applicable

3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.) In case
of equipment purchase include a quote and/or proposal from an equipment vendor,
or in the case of an equipment lease provide a draft lease or contract that at least
includes the term of the least and the anticipated lease payments.

Response: Not applicable

Attach a copy of the plot plan of the site on 8 2" x 11” sheet of white paper which must
include:

1. Size of site (in acres);

2. Location of structure on the site; and

3. Location of the proposed construction.
4

Names of streets, roads or highways that cross or border the site.
Please note that the drawings do not need to be drawn to scale. Plot plans are required

for all projects.

Response: See Attachments B.lI.(A).2, B.III.(A) 1 &3 and B.III.(A) 4

1. Describe the relationship of the site to public transportation routes, if any, and to any
highway or major road developments in the area. Describe the accessibility of the

proposed site to patients/clients.
Response: The site is not currently served by public transportation routes. The proposed site

is easily accessible by I-75 and US Highway 41 (Ringgold Road).

13
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Attach a floor plan drawing for the facility which includes legible labeling of patient care
rooms (noting private or semi-private), ancillary areas, equipment areas, etc. on 8 % x 11”

sheet of white paper.

Note: DO NOT SUBMIT BLUEPRINTS. Simple line drawing should be submitted and need
not be drawn to scale.

Response: See Attachment B.IV.

For a Home Health Agency or Hospice, identify:
Existing service area by County;

Proposed service area by County;

A parent or primary service provider;

Existing branches; and

N

Proposed branches.
Response: Not Applicable.

14
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SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of Need shall be
granted unless the action proposed in the application for such Certificate is necessary to provide
needed health care in the area to be served, can be economically accomplished and maintained, and
will contribute to the orderly development of health care.” The three (3) criteria are further defined in
Agency Rule 0720-4-.01. Further standards for guidance are provided in the state health plan
(Guidelines for Growth), developed pursuant to Tennessee Code Annotated §68-11-1625.

The following questions are listed according to the three (3) criteria: (I) Need, (ll) Economic
Feasibility, and (lll) Contribution to the Orderly Development of Health Care. Please respond to each
question and provide underlying assumptions, data sources, and methodologies when appropriate.
Please type each question and its response on an 8 1/2” x 11” white paper. All exhibits and tables
must be attached to the end of the application in correct sequence identifying the question(s) to
which they refer. If a question does not apply to your project, indicate “Not Applicable (NA).”

QUESTIONS
NEED

1. Describe the relationship of this proposal toward the implementation of the State Health Plan
and Tennessee’s Health: Guidelines for Growth, if applicable.

Please discuss how the proposed project will relate to the 5 Principles for Achieving Better
Health found in the State Health Plan. Please list each principle and follow it with a

response.

Response: The five principals outlined in the State Health Plan of achieving better health are:

1. The purpose of the State Health Plan is to improve the health of Tennesseans;

* Response: The implementation of this project will improvement the health of the residents
of Hamilton County. The applicant provides a high amount of rehab inpatient and
outpatient services. Currently approximately 76 percent of the patients at Life Care Center
of East Ridge are receiving rehab care. The amount of rehab space will be increased from
1,331 square feet to 4,222 square feet. Large treatment space and private treatment
rooms will be available. An outdoor therapy courtyard, with a variety of walking surfaces

and transitions, will be located adjacent to the therapy gym.

15
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2. Every citizen should have reasonable access to health care;

» Response: Life Care Center of East Ridge is accessible from I-75 and US Highway 41
(Ringgold Road). Accessibility will be improved by the relocation of the entry drive and the
installation of a traffic light to allow a safer traffic pattern.

3. The state's health care resources should be developed to address the needs of

Tennesseans while encouraging competitive markets, economic efficiencies, and
the continued development of the state's health care system;

Response: This proposed project will address the needs of the residents of the service
area by replacing a 40 year old facility with a state-of-the art building with all private rooms.
The demand for private beds cannot be meet in the existing building. Because of lack of
space in the present building, there are many economic inefficiencies created. Some of
the inefficiencies are congestion, the location of the laundry in another building, lack of
rehab space, etc. The replacement of the existing building will improve the system of
caring for the elderly in Hamilton County.

4. Every citizen should have confidence that the quality of health care is continually
monitored and standards are adhered to by health care providers;

Response: The applicant is licensed by the Tennessee Department of Health, and is
certified by the Centers for Medicare and Medicaid Services. In addition, it is accredited by
the Joint Commission for Accreditation of Healthcare Organizations. The applicant will

continue to be licensed, certified, and accredited by these agencies.

5. The state should support the development, recruitment, and retention of a sufficient
and quality health care workforce.

Response: Life Care works closely with Southern Adventist University, located in Hamilton
County, to collaborate on the curriculum used for their Health Care Administrator’s
Program. Life Care Center of East Ridge also recruits graduates from the nursing and

CNA programs of Cleveland State Community College and Lee University.
In summary, this project will benefit the residents of Hamilton County with improved nursing home

accommodations and expanded rehab capabilities. Since the number of beds is being reduced, there

should not be an adverse impact on nursing home providers in the service area.
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The implementation of this proposed project furthers the ability of the residents of Hamilton
County to achieve better health. Several factors will increase the accessibility better care to the
aging population of Hamilton County. Some of these factors are:

e the increase in the number of private rooms from 4 to 108

e substantially more outside space ( gardens, patios, space for outdoor activities, etc.)

» elimination of a congested entrance to the facility |

e more space for rehab

¢ a larger dining room and food service

In summary, this project will benefit the residents of Hamilton County with improved nursing home
accommodations and expanded rehab capabilities. Since the number of beds is being reduced,

there should not be an adverse impact on nursing home providers in the service area.

Please provide a response to each criterion and standard in Certificate of Need Categories
that are applicable to the proposed project. Do not provide responses to General Criteria
and Standards (pages 6-9 of the Guidelines for Growth) here.

Response: Two of the guidelines are applicable to this application: (1) Nursing Home Services,
and (2) Construction, Renovation, Expansion, and Replacement of Health Care Institutions. The
Change of Site guideline is not applicable because the new facility will be constructed on the

existing site plus adjacent land already owned by the applicant.

NURSING HOME SERVICES

Public Chapter No. 1112, Senate Bill No. 2463, which passed during the 1998 legislative
sessions, amended and changed the codes sections establishing the bed need formula that
the Health Facilities Commission must follow when granting certificates of need for nursing
home beds in Tennessee. During a fiscal year (July 1 — June 30), the Commission shall
issue no more than the designated number of Medicare skilled nursing facility beds for
applicants filing for a certificate of need. The number of Medicare skilled nursing facility
beds issued shall not exceed the allocated number of beds for each applicant. The applicant
must also specify in the application the skilled services to be provided and how the

applicant intends to provide such services.

A. Need

1. According to TCA 68-11-108, the need for nursing home beds shall be determined by
apply the following population-based statistical methodology:
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County bed need = .0005 x pop. 65 and under, plus
.0120 x pop. 65-74, plus
.0600 x pop. 75-84, plus
1500 x pop. 85, plus

2. The need for nursing home beds shall be projected two years into the future from
the current year, as calculated by the Department of Health.
Response: Using the methodology outlined in item 1, and the population estimates
developed by the Department of Health, the nursing home bed need was calculated for
2015 and 2016. An outstanding CON (Chattanooga - Hamilton County Hospital Authority -
CN 1012-056) for 25 skilled beds is the only outstanding CON for nursing home beds in

Hamilton County.

Table 2
Projected Bed Need — Hamilton County
Age Use Population Bed Need

Group Rate 2015 2016 2015 2016
Under 65 .0005 291,299 291,440 145.6 145.7
65-74 .0120 33,759 35,025 405.1 420.3
75-84 .0600 16,850 17,067 1,011.0 1,024.0

85+ .1500 7,365 7,392 1,104.8 | 1,108.8
Total - 349,273 350,924 2,666.5 2,698.8
Existing Licensed Beds 1,779 1,779
Outstanding CONs Beds 25 25
Additional Bed Need 887 895

Source: Tennessee Population Projects 2010 — 2020, Office of Health Statistics (2013 Revision)

In 2015, an additional 887 beds will be needed in Hamilton County, and increases to 895
beds in 2016. Need for nursing home bed utilization is projected to increase in Hamilton

County.

. The source of the current supply and utilization of licensed and CON approved
nursing home beds shall be the inventory of nursing home beds maintained by the

Department of Health.
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Response: An inventory of the licensed nursing home beds in Hamilton County is
presented in the following table. There is one outstanding CON for nursing home beds in

Hamilton County, CN 1012-056) for 25 skilled beds.

Table 3
Inventory Nursing Home Beds 2014
Hamilton County

Licensed

Facility Beds

Alexian Village Health & Rehabilitation 114
Consulate Health Care of Chattanooga 127
Life Care Center of Collegedale 124
Life Care Center of East Ridge 130
Life Care Center of Hixson 108
Life Care Center of Ooltewah ' 120
Life Care Center of Red Bank 148
NHC Healthcare, Chattanooga 207
Siskin Hospital's Subacute Rehabilitation 29
Soddy Daisy Healthcare Center 120
St. Barnabas Nursing Home 108
The Health Center at Standifer Place 444
Total 1,779

4. “Service Area” shall mean the county or counties represented on an application as
reasonable area to which a health care institution intends to provide services and/or
in which the majority of its service recipients reside. A majority of the population of
a service area for any nursing home should reside within 30 minutes travel time from

that facility.
Response: The service area for this project is Hamilton County. The majority of the

population of Hamilton County resides within 30 minutes of the proposed facility.

5. The Health Facilities Commission may consider approving new nursing home beds
in excess of the need standard for a service area, but the following criteria must be

considered:

19



43

a. All outstanding CON projects in the proposed service area resulting in a net
increase beds are licensed and in operation, and

Response: Not applicable. No new beds are requested.

b. All nursing homes that serve the same service area population as the applicant
have an annualized occupancy in excess of 90%.

Response: Not applicable. No new beds are requested.

B. Occupancy and Size Standards:
1. A nursing home should maintain an average annual occupancy rate for all licensed
beds of at least 90 percent after two years of operation.

Response: The applicant is projecting an occupancy rate in excess of 90 percent during its

third year of operation.

2. There shall be no additional nursing home beds approved for a service area unless
each existing facility with 50 beds or more has achieved an average annual occupancy
rate of 95 percent. The circumstances of any nursing home, which has been identified
by the Regional Administrator, as consistently non-complying with quality assurance
regulations shall be considered in determining the service areas, average occupancy
rates.

Response: Not applicable. No new beds are requested.

3. A nursing home seeking approval to expand its bed capacity must have maintained an
occupancy of 95 percent for the previous year.

Response: Not applicable

4. A free-standing nursing home shall a capacity of at least 30 beds in order to be
approved. The Health Facilities Commission may make an exception to this standard.
A facility of less than 30 beds may be located in a sparsely populated rural area where
the population is not sufficient to justify a larger facility. Also, a project may be
developed in conjunction with a retirement center where only a limited number of beds
are needed for the residents of that retirement center.

Response: The facility will contain 108 beds.
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CONSTRUCTION, RENOVATION, EXPANSION, AND REPLACEMENT OF
HEALTH CARE INSTITUTIONS

1. Any project that includes the addition of beds, services, or medical equipment will be
review under the standards for those specific activities.

Response: Not applicable. This application does not request any additional beds, services, or

medical equipment.

2. For relocation or replacement of an existing licensed health care institution:

a. The applicant should provide plans which include costs for both renovation and
relocation, demonstrating the strengths and weaknesses of each alternative.
Response: The applicant had planned a major renovation to the existing facility and started
a Certificate of Need application for the renovation of the existing facility in 2012. The
construction costs for this renovation was estimated to be $13,295,700. Because of this high
renovation cost and because the renovated facility would not contain several advantages of
all new construction, it was determined that the major renovation was not the best
alternative. The estimated construction cost for this state-of-the art new facility, as described

in this application, is estimated to be $14,837,000.

b. The application should demonstrate that there is an acceptable existing or projected
future demand for the proposed project.

Response: During 2013, Life Care Center of East Ridge provided 30,050 days of patient
care. The number of the residents over 60 years of age is rapidly increasing in Hamilton
County. Between 2006 and 2016, the number of those over 60 years of age is expected to
increase by 21,992 residents, or over 12 percent. The nursing home bed formula (see Table
2) determines a need for an additional 895 beds in 2016. Clearly there is a need for this

nursing home.

3. Forrenovation or expansions of existing licensed health care institution:

a. The applicant should demonstrate that there is an acceptable existing demand for the
proposed project.

Response: Not Applicable.
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b. The applicant should demonstrate that the existing physical plant’s condition
warrants major renovation or expansion.

Response: Not Applicable.

c. Applications that include a Change of Site for a health care institution, provide a
response to the General Criteria and Standards (4)9a-c).

Response: Not Applicable.

d. Applications that include a Change of Site for a proposed new health care institution
(one having an outstanding and unimplemented CON), provide a response to General
Criterion and Standards (4)(a-c) of the Guidelines for Growth.

Response: Not Applicable

2. Describe the relationship of this project to the applicant facility’s long-range development plans,
if any.
Response: The project is consistent with Life Care’s mission of being responsive to the long-term health

care needs of the community, and should direct its resources to meet those needs in a cost effective

manner.

3. Identify the proposed service area and justify the reasonableness of that proposed area. Submit
a county level map including the State of Tennessee clearly marked to reflect the service area.
Please submit the map on 8 1/2” x 11” sheet of white paper marked only with ink detectable by a

standard photocopier (i.e., no highlighters, pencils, etc.).

Response: Hamilton County is the primary service area. Hamilton County is expected have a census of

349,273 in 2015. A service area map is presented in Attachment C. Need .3.

4. A. Describe the demographics of the population to be served by this proposal.
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Response: A selected demographic profile of the service area, compared to the state of Tennessee, is
shown in the following tables. In summary, the demographics of the service area are (1) a population
growth rate less than the state, (2) population of those over 60 years of age is estimated to be 83,038 in

2016, and (3) median household income is approximately five percent higher than that of the state.

Table 4
Demographic Profile
Hamilton County, Tennessee

Demographic Variable/ Hamilton State of
Geographic Area County TN Total

Total Population -

Current Year 347,451 6,588,698

Total Population —

Projected Year 2016 850,929 Gll10:579

Total Population - o

% change 1.0% 1.8%

*Target Population —

Current Year (60)+ aega 1,378,975

*Target Population —

Projected Year 2016 83,038 1,459,307

Target Population - o o

% Change 5.2% 5.8%

Target Population —

Projected Year as % of 22.7% 20.9%

Total

Median Age 39.0 38.0

:\/Iedlan Household $46 544 $44.140

ncome

TennCare Enrollees 55,258 1,206,538

TennCare Enrollees as o 0

% of Total 16.1% 18.7%

Persons Below Poverty 55,605 1,118,932

Level

Persons Below Poverty o o

Level as % of Total 16.2% 17.3%

*Target Population is population that project will primarily serve. For example, nursing home, home health agency, hospice
agency projects typically primarily serve the Age 65+ population; projects for the discontinuance of OB services would mainly
affect Females Age 15-44; projects for child and adolescent psychiatric services will serve the Population Ages 0-19. For
projects not having a specific target population use the Age 65+ population for the target population variable.

Table 5
Hamilton County — Population Projections
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Age 2006 2016 P

o INCrease
60— 64 16,411 23,554 435
65— 74 23,039 35,025 52.0
75_84 15,367 17.067 11.0
85+ 6,229 7,392 18.6
Subtotal (60 +) 61,046 83,038 36.0
Total 312,909 350,024 12.1

Source: Tennessee Population Projects 2000 — 2010 & 2010 — 2020,
Office of Health Statistics
5. Describe the existing or certified services, including approved but unimplemented CONs, of
similar institutions in the service area. Include utilization and/or occupancy trends for each of the
most recent three years of data available for this type of project. Be certain to list each institution
and its utilization and/or occupancy individually. Inpatient bed projects must include the
following data: admissions or discharges, patient days, and occupancy. Other projects should
use the most appropriate measures, e.g., cases, procedures, visits, admissions, etc.

Response: The utilization of each of the nursing home providers in the service area for the past three
years is presented in Attachment C, Need.5. The utilization is summarized for all of the nursing homes in

Hamilton County in the following table.

Table 6
Hamilton County Utilization
2010 -2012

Licensed Patient Occupancy
Year Beds Days Rate
2010 1,689 533,302 86.5%
2011 1,671 514,577 84.4%
2012 1,659 514,504 85.0%

6. Provide applicable utilization and/or occupancy statistics for your institution for each of the past
three (3) years and the projected annual utilization for each of the two (2) years following
completion of the project. Additionally, provide the details regarding the methodology used to
project utilization. The methodology must include detailed calculations or documentation from
referral sources, and identification of all assumptions.

Response: The utilization data for Life Care Center of East Ridge is presented in the following table. Life
Care has recently opened several new nursing facilities. The utilization projected for the first and second

years of operation was based on their experience in opening these facilities.
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8

Table 7
Life Care Center of East Ridge
Historical Utilization

Applicant Facility Historical and Projected Utilization — Part 1

SNF NF
Medicaid/ Medicaid/ All All
*Medicare- SNF TennCare TennCare other other Licensed
Licensed certified Medicare NF Level 1 NF Level 2 Payors Payors Total Occupancy
Year Beds beds ADC ADC ADC ADC ADC ADC %
2011 160 160 75.7 - 4.8 20.3 100.8 63.0
2012 130 130 61.5 - - 10.1 21.5 93.1 71.6
2013 130 130 55.9 - - 5.3 21.1 82.3 63.3
2014 130 130 48.8 - 4.6 18.5 71.9 55.3
Interim
Year 1 Closed
Interim
Year 2 Closed
Interim
Year - etc. Closed
$’°je°‘ 108 108 28.2 6 : 18 7.6 37.6 34.8
ear 1
$'°je°t 108 108 53.4 - . 3.4 14.3 711 65.8
ear 2
*Includes dually-certified beds
Applicant Facility Historical and Projected Utilization ~ Part 2
Variable 2011 2012 2013 2014(P) Year 1 Year 2
Beds 160 130 130 130 108 108
Patient days 36,790 33,963 30,050 26,238 13,707 25,934
Average Dally | 145 g 93.1 82.3 71.9 37.6 71.1
Census
% Occupancy 63.0 71.6 63.3 56.3 34.8 65.8
(P) Projected
A
l .
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ECONOMIC FEASIBILITY

1. Provide the cost of the project by completing the Project Costs Chart on the following
page. Justify the cost of the project.

e All projects should have a project cost of at least $3,000 on Line F. (Minimum
CON Filing Fee). CON filing fee should be calculated from Line D. (See
Application Instructions for Filing Fee)

Response: Excluding the filing fee, the estimated project cost, as shown on the
Project Costs Chart (line D), is $24,847,400. With this project cost, the filing fee is
$45,000 and is shown on Line E of the Project Costs Chart.

e The cost of any lease should be based -on fair market value or the total
amount of the lease payments over the initial term of the lease, whichever is
greater. Note: This applies to all equipment leases including by procedure
or “per click” arrangements. This methodology used to determine the total
lease cost for a “per click” arrangement must include, at a minimum, the
projected procedures, the “per click” rate and the term of the lease.

Response: The lease will have a term of 10 years with annual payments estimated
to be $1,012,000 and a FMV of $10,120,000 for the term of the lease. The FMV of
the site and construction is higher than the FMV of the lease, it was used to

determine the project cost.

e The cost for fixed and moveable equipment includes, but is not necessarily
limited to, maintenance agreements covering the expected useful life of the
equipment; federal, state, and local taxes and other government
assessments; and installation charges, excluding capital expenditures for
physical plant renovation or in-wall shielding, which should be included
under construction costs or incorporated in a facility lease.

Response: The equipment cost is estimated to be $1,780,000 and includes all of

these items where applicable.

e For projects that include new construction, modification, and/or renovation;
documentation must be provided from a contractor and/or architect that
support the estimated construction costs.

Response: Attachment C, Economic Feasibility 1.2 presents a letter from the

project architect outlining the estimated construction cost.
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A. Construction and equipment acquired by purchase

1. Architectural and Engineering Fees

© ® N o o »r ©

Legal, Administrative (Excluding CON Filing Fee)

Consulting Fees

Acquisition of Site

Preparation of Site

Construction Costs

Contingency Fund

Fixed equipment (Not included in Construction Contract)

Moveable Equipment (List all equipment over $50,000)

Other (Specify) permits, review fees

Acquisition by gift, donation, or lease:

Facility (FMV of Lease)
Building only
Land only
Equipment
Other (Specify) (

740,000

75,000

$ 3,722,400

1,800,000

14,837,000

500,000

1,780,000

120,000

P N en |¢» |en

Financing Costs and Fees

Interim Financing
Underwriting Costs
Reserve for One Years Debt Service

Other (Specify) Interest During Construction

Estimated Project Cost (A+B+C)

B.
1.
2
3
4.
5
C.
1.
2.
3.
4.
E.

CON Filing Fee

Total Estimated Project Cost (D+E)

27

420,000

685,000

P len |en |on

150,000

24,829,400

45,000

24,874,400
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Identify the funding sources for this project.

a. Please check the applicable item(s) below and briefly summarize how the project
will be financed. (Documentation for the type of funding MUST be inserted at the
end of the application, in the correct alpha/numeric order and identified as

Attachment C, Economic Feasibility-2.)

A. Commercial loan—from lending institution or guarantor stating favorable initial
X contact, proposed loan amount, expected interest rates, anticipated term of the

loan, and any restrictions or conditions;

B. Tax-exempt bonds—Copy of preliminary resolution or letter from the issuing
authority stating favorable initial contact and a conditional agreement from an
underwriter or investment banker to procedure with the issuance;

C. General obligation bonds—Copy of resolution from issuing authority or minutes
the appropriate meeting.

D. Grants—Notification of intent form for grant application or notice of grant award;

or
E. Cash Reserves—Appropriate documentation from Chief Financial Officer.

F. Other—ldentify and document funding from other sources.

Response: The project will be funded with a bank loan from Bank of Texas. A letter stating
the willingness to finance this project is presented in Attachment C. Economic Feasibility.2.1.

Discuss and document the reasonableness of the proposed project costs. If
applicable, compare the cost per square foot of construction to similar projects
recently approved by the Health Services and Development Agency.

Response: The following nursing home new construction cost per square foot data was

received from the HSDA: Median - $167.31, and a third quartile of $176.00. This data was
developed using the nursing home CON application filed between 2011 and 2013. With an
anticipated construction cost of $185.00 per square foot, the expected construction cost for

this project is reasonable compared to those projects in the HSDA database.

Complete Historical and Projected Data Charts on the following two pages--Do not
modify the Charts provided or submit Chart substitutions! Historical Data Chart
represents revenue and expense information for the last three (3) years for which
complete data is available for the institution. Projected Data Chart requests .
information for the two (2) years following the completion of this proposal. Projected
Data Chart should reflect revenue and expense projections for the Proposal Only (i.e., if
the application is for additional beds, include anticipated revenue from the proposed

beds only, not from all beds in the facility).

Response: These charts have been completed.
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5. Please identify the project’s average gross charge, average deduction from operating
revenue, and average net charge.

Response: The expected average gross charge, average deduction from operating revenue

and the average net charge per patient day is as follows:

Year 1 Year 2
Average gross charge $500.64 $699.77
Average deduction $59.03 $270.23
Average net charge $441.61 $429.54
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HISTORICAL DATA CHART (Revised)

SUPPLEMENTAL

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year begins in ___Jan (Month).
2011 2012 2013
A. | Utilization Data (Total Patient Days) 36,865 33,959 30,053
B. | Revenue from Services to Patients
1. Inpatient Services 15,251,547 14,367,222 13,281,983
2. Outpatient Services 243,468 223,348 410,664
3. Emergency Services
2 Other Operating Revenue 27,362 35,501 35,942
GROSS OPER:ATING REVENUE 15,522,377 14,626,071 13,728,589
C. | Deductions form Operating Revenue
1. Contractual Adjustments <499,760> 1,428,282 1,890,043
2. Provision for Charity Care
3. Provision for Bad Debt 525,236 379,133 457,262
Total Deductions 25,476 1,807,415 2,347,305
NET OPERATING REVENUE 15,496,901 12,818,656 11,381,284
D. | Operating Expenses
1. Salaries and Wages (Includes Benefits) 7,821,515 7,256,638 6,214,395
2. Physician’s Salaries and Wages
3. Supplies 2,173,063 1,947,514 1,682,827
4. Taxes 105,340 104,560 106,144
5. Depreciation 20,701 1,731 333
6. Rent 665,586 665,097 618,904
7. Interest, other than Capital
8. Management Fees
a. Fees to Affiliates 774,845 640,932 571,103
b. Fees to Non-Affiliate
9. Other Expenses See Page 32 * 2,643,479 2,370,861 2,179,588
Total Operating Expenses 14,204,529 12,987,333 11,373,294
E. | Other Revenue (Expenses) - Net (Spec.)
NET OPERATING INCOME (LOSS) 1,292,372 <168,677> 7,990
F. | Capital Expenditures
1. Retirement of Principal 8,307.89 0
2. Interest 230 2
Total Capital Expenditures 8,537.89 2
NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES 1,283,834.11 <168,677> 7,988
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PROJECTED DATA CHART (Revised)

Give information for the two (2) years following the completion of this proposal. The fiscal year
begins in January (Month).

Year 1 Year 2
A. | Utilization Data (Patient Days) 13,707 25,934
B. | Revenue from Services to Patients
1. Inpatient Services 6,814,500 13,590,261
2. Outpatient Services 42,750 214,985
3. Emergency Services
4. Other Operating Revenue (Specify) 5,000 12,140
GROSS OPERATING REVENUE 6,862,250 13,817,386
C. | Deductions from Operating Revenue
1. Contractual Adjustments 617,826 2,497,867
2. Provision for Charity Care
3. -Provision for Bad Debt 191,358 180,000
Total Deductions 809,184 2,677,867
NET OPERATING REVENUE 6,053,066 11,139,519
D. | Operating Expenses
1. Salaries and Wages 3,493,767 5,036,033
2. Physician’s Salaries and Wages
3. Supplies 1,112,055 2,283,221
4. Taxes 122,000 140,000
5. Depreciation 20,000 20,000
6. Rent 1,200,000 1,200,000
7. Interest, other than Capital
8. Management Fees
a. Fees to Affiliates 302,653 556,976
b. Fess to Non-Affiliates
9. Other Expenses (See page 32) 2,242,363 1,699,492
Total Operating Expenses 8,190,185 10,935,722
E. | Other Revenue (Expenses)-Net (Specify)
NET OPERATING INCOME (1.OSS) <2,439,772> 203,797
F. | Capital Expenditures
1. Retirement of Principal 20,000 20,000
2. Interest 2,500 2,500
Total Capital Expenditures 22,500 22,500
NET OPERATING INCOME (LOSS) LESS <2,462,272> 181,297
LESS CAITAL EXPENDITYURES
NET OPERATING INCOME (LOSS) <2,462,272> 181,297
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HISTORAL DATA CHART - OTHER EXPENSES

Repair & Maintenance
Contract Services
Associated First Aid
Workers Comp
Prop/Liab Insurance
Other Expenses

Total Other Expenses

—_—
.

@ 9 > 0N

2011
$40,382
$488,853
$10,334
$122,802
$146,971
$1,834,137

$2,643,479

2012
$57,953
$524,826
$8,468
$118,768
$103,270
$1,557,576

$2,370,861

PROJECTED DATA CHART - OTHER EXPENSES

OTHER EXPENSES CATEGORIES

Repairs & Maintenance
Contract Services
Associated First Aid
Workers Comp
Prop/Liab. Insurance

Other Expenses

Total Other Expenses

2013
$57,054
$452,652
$9,139
$132,195
$182,409
$1,346,139

$2,179,588

Year 1

$18,253

Year 2

$32,000

$317,083

$440,552

$7,561

$6,164

$100,818

$36,276

$141,000

$164,235

$1,657,648

$1,020,265

$2,242,363

$1,699,492
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6. A. Please provide the current and proposed charge schedules for the proposal.
Discuss any adjustment to current charges that will result from the implementation
of the proposal. Additionally, describe the anticipated revenue from the proposed

project and the impact on existing patient charges.

B. Compare the proposed charges to those of similar facilities in the service
area/adjoining service areas, or to proposed charges of projects recently approved

by the Health Services and Development Agency. If applicable, compare the
proposed charges of the project to the current Medicare allowable fee schedule by

common procedure terminology (CPT) code(s).

Response:
Response: The 2012 Joint Annual Report (JAR) of Nursing Homes charge data contains

the most currently available nursing home charge data. These charges were used to
compare the current charges of the nursing homes in Hamilton County. As shown in the

following table, the charges at Life Care Center of East Ridge are similar to other

providers in the service area.

Table 8
Daily Charge Comparisons
Private Pay
Facility Medicare Private Room

Skilled Level |
Alexian Way Care Center $462 $269
Consulate Health Care $409 $200
Life Care Center of Collegedale $482 $228
Life Care Center of East Ridge $450 $240
Life Care Center of Missionary Ridge $453 $365
Life Care Center of Red Bank $414 $275
NHC Chattanooga $459 $208
Siskin $825 $823
Soddy-Daisy Healthcare $423 $190
St. Barnabas Healthcare Center $457 $218
Standifer Place $495 $235

Source: 2012 Joint Annual Report of Nursing Homes

The proposed facility will contain only private rooms. The expected daily room charge in
the new facility is expected to be $472 for Medicare skilled rooms and $250 for private

pay private rooms. These charges are similar to those currently in the service area.
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Medicare pays nursing homes for Part A skilled nursing stays based on a prospective

payment system, Resource Utilization Groups (RUGS), that categorizes each resident
into a payment group-depending upon his or her care and resource needs. Skilled
nursing facilities determine a RUG based on 108 items on an assessment of the
resident's known as the Minimum Data Set (MDS). The MDS becomes part of the
patient's medical record. These 108 items are used to determine the RUG and the

payment to the nursing home.

There are seven major RUG categories: Extensive Services, Special Care, Clinically
Complex, Impaired Cognition, Behavior Problem, and Reduced Physical Function. These
categories are further divided into 44 subcategories, each has a different Medicare
payment rate. Because all Medicare reimbursement is based on this prospective
payment system, there is not a practical way to compare Medicare reimbursement to the

facility's charges.

The Joint Annual Report Data (JAR) was used to compare the charges at East Ridge with
those of other nursing homes in the service area. As shown in the following table, the
charges at East Ridge are comparable to the other nursing homes in the service area. The

2010 Joint Annual Report (JAR) of Nursing Homes charge data is the most current

available nursing home charge data.

Discuss how projected utilization rates will be sufficient to maintain cost-
effectiveness.
Response: As shown in the Projected Data Chart, the proposed project is expected to have

a positive cash flow during its second year of operation. The expected utilization rate is

sufficient to maintain a cost-effective facility.

Discuss how financial viability will be ensured within two years; and demonstrate the
availability of sufficient cash flow until financial viability is achieved.

Response: As shown in both the Projected Data Chart and the Historical Data Chart, the

applicant has maintained a positive cash flow, and is expected to continue to do so after the

proposed project is completed.
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Discuss the project’s participation in state and federal revenue programs including a

description of the extent to which Medicare, TennCare/Medicaid, and medically
indigent patients will be served by the project. In addition, report the estimated dollar
amount of revenue and percentage of total project revenue anticipated from each of
TennCare, Medicare, or other state and federal sources for the proposal’s first year of

operation.
Response: The applicant will participate in the Medicare program. During the second year

of operation, gross revenue from the Medicare is estimated to be $9,880,353.

Provide copies of the balance sheet and income statement from the most recent
reporting period of the institution and the most recent audited financial statements
with accompanying notes, if applicable. For new projects, provide financial
information for the corporation, partnership, or principal parties involved with the
project. Copies must be inserted at the end of the application, in the correct alpha-
numeric order and labeled as Attachment C, Economic Feasibility-10.

Response: The financial statements for Life Care Center of East Ridge are presented in

Attachment C, Economic Feasibility.10.

Describe all alternatives to this project which were considered and discuss the
advantages and disadvantages of each alternative including but not limited to:

a. Adiscussion regarding the availability of less costly, more effective, and/or more
efficient alternative methods of providing the benefits intended by the proposal. If
development of such alternatives is not practicable, the applicant should justify
why not; including reasons as to why they were rejected.

Response: As previously discussed, in 2012 a major renovation of the existing
facility was considered. Because of the high cost of this renovation, a major
renovation was not feasible. The proposed site is easily accessible by I-75 and US

Highway 41 (Ringgold Road). A relocation to another site was not necessary.

b. The applicant should document that consideration has been given to alternatives
to new construction, e.g., modernization or sharing arrangements. It should be
documented that superior alternatives have been implemented to the maximum

extent practicable.

Response: The original plan was to renovate the existing facility. During the planning of
the major renovation, it was determined that new construction was the most feasible

alternative and would result a higher quality facility.
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CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care
organizations, etc.), managed care organizations, alliances, and/or networks with which
the applicant currently has or plans to have contractual and/or working relationships,
e.g., transfer agreements, contractual agreements for health services.

Response: Life Care operates 26 skilled nursing facilities in Tennessee. All of the facilities
have transfer agreements with local hospitals. This facility as transfer agreements with the
following hospitals: Erlanger Medical Center, Memorial Health Care System, Memorial North

Park, Parkridge East Hospital, Parkridge Valley, and Skyridge.

Managed care, ancillary care (ambulance services, laboratory, etc.), and a hospice agreement
are in place. Managed care agreements have been developed with Blue Advantage, Care

Improvement, Cigna, Colonial Pen, Conventry, Health Springs, Humana, Nationwide, SS

Healthcare, TriCare, UHC, and Windsor.

2. Describe the positive and/or negative effects of the proposal on the health care system.
Please be sure to discuss any instances of duplication or competition arising from
your proposal including a description of the effect the proposal will have on the
utilization rates of existing providers in the service area of the project.

Response: This applicant is requesting to replace a 40 year old 130 bed facility with a 108
bed state-of-the-art facility on the existing site. The effects of this proposal is only positive on

the health care system.

The replacement of the building will require the closing of the existing nursing home for
—approximately three years. Since Life Care Center of East Ridge has very high number of
Level Il (skilled Nursing care) who have a short length of stay. At the present time, there are
58 Level Il patients and only eleven Level | (intermediate care) patients. The length of stay of
the Level Il patients is approximately 34 days. If admissions of new patients is suspended 45
days before the building is closed, most of the Level Il patients not need to be transferred to
another nursing home. The Level | patients will be encouraged to transfer to Life Care Center

of Collegedale which is a distance of 11 miles and has a similar charge structure.
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3. Provide the current and/or anticipated staffing pattern for all employees providing
patient care for the project. This can be reported using FTEs for these positions.
Additionally, please compare the clinical staff salaries in the proposal to prevailing
wage patterns in the service area as published by the Tennessee Department of Labor

& Workforce Development and/or other documented sources.

Response: During the first year of operation, the patient care staffing is expected to be 87.5
FTEs. This staff includes 6 registered nurses, 16 licensed practical nurses, 32 certified nurse
aides, 18 physical therapists, 3.5 speech therapists, and 12 occupational therapists. The
expected salary, compared to those of the Tennessee Department of Labor & Workforce

Development, is presented in the following table.

Table 9
Salary Comparisons

State

Position Expected Median

Wage Wage

Registered Nurse $23.00 $27.30
Licensed Practical Nurse $18.00 $17.10
Certified Nursing Technician $11.50 $11.30
Physical Therapist $36.00 $40.05
Speech Therapist $33.00 $35.45
Occupational Therapist $33.00 $38.10

4. Discuss the availability of and accessibility to human resources required by the
proposal, including adequate professional staff, as per the Department of Health, the
Department of Mental Health and Developmental Disabilities, and/or the Division of
Mental Retardation Services licensing requirements.

Response: The applicant has operated in the state for many years, and has always been
successful in attracting and retaining adequate professional and support staff. The expected
total staffing, during the first year of operation, is 120 FTES . The applicant does not

anticipate a problem in recruiting this staff.

5. Verify that the applicant has reviewed and understands all licensing certification as
required by the State of Tennessee for medical/clinical staff. These include, without
limitation, regulations concerning physician supervision, credentialing, admission
privileges, quality assurance policies and programs, utilization review policies and
programs, record keeping, and staff education.

Response: As indicated in other parts of this application, the applicant has operated in the
State of Tennessee for over 40 years. The management company has been operating in the

State of Tennessee since 1976, and manages 26 other nursing homes in the state.
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Therefore, the management team and the management company are vqry familiar with, and
understand all licensing and certification requirements of the State of Teflnessee.

o

b
[ed

6. Discuss your health care institution’s participation in the training of students in the
areas of medicine, nursing, social work, etc. (e.g., internships, residencies, etc.).

Response: Initially, the applicant is not planning to participate in the training of students.

7. (a)

(b)

Please verify, as applicable, that the applicant has reviewed and understands the
licensure requirements of the Department of Health, the Department of Mental
Health and Developmental Disabilities, the Division of Mental Retardation
Services, and/or any applicable Medicare requirements.

Response: As noted in the response to question 5, Life Care has extensive experience
in long term care, and is familiar with the Tennessee Department of Health's licensure
requirements. The facility will be certified with Medicare. Life Care manages the
operations oj‘-; approximately 230 facilities currently certified by the Medicare program.
The applicant understands the requirements of the various governmental authorities.

Provide the name of the entity from which the applicant has received or will
receive licensure, certification, and/or accreditation.

Response: Licensure: Life Care Center of East Ridge is licensed by the Tennessee
Department of Health. A copy of the current license is presented in Attachment Orderly

Development 7.(b).1

Certification: (1) Medicare — Centers for Medicare and Medicaid Services.

Accreditation: It is accredited by the Joint Commission for Accreditation of Healthcare
Organization. A copy of the certificate is presented in Attachment Orderly Development

7.(b).2.
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If an existing institution, please describe the current standing with any licensing,
certifying, or accrediting agency. Provide a copy of the current license of the facility.

(c) For existing licensed providers, document that all deficiencies (if any) cited in the
last licensure certification and inspection have been addressed through an
approved plan of correction. Please include a copy of the most recent
licensure/certification inspection with an approved plan of correction.

Response: A copy of the last inspection, the correction action plan and final clearance
letter are presented in Attachment Orderly Development 7.(c).1.

8. Document and explain any final orders or judgments entered in any state or country by

10.

a licensing agency or court against professional licenses held by the applicant or any
entities or persons with more than a 5% ownership interest in the applicant. Such
information is to be provided for licenses regardless of whether such license is

currently held.

Response: None

Identify and explain any final civil or criminal judgments for fraud or theft against any
person or entity with more than a 5% ownership interest in the project.

Response: None

If the proposal is approved, please discuss whether the applicant will provide the
Tennessee Health Services and Development Agency and/or the reviewing agency
information concerning the number of patients treated, the number and type of

procedures performed, and other data as required.

Response: The applicant currently provides, and will continue to provide, appropriate
agencies information concerning the number of patients treated, type of procedures

performed, etc.
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PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of intent appeared with the mast
and dateline intact or submit a publication affidavit from the newspaper as proof of the

publication of the letter of intent.
Response: Attached is the full page from the newspaper containing the notice of intent.

DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate of Need is valid for a
period not to exceed three (3) years (for hospital projects) or two (2) years (for all other
projects) from the date of its issuance and after such time shall expire; provided, that the
Agency may, in granting the Certificate of Need, allow longer periods of validity for
Certificates of Need for good cause shown. Subsequent to granting the Certificate of
Need, the Agency may extend a Certificate of Need for a period upon application and good
cause shown, accompanied by a non-refundable reasonable filing fee, as prescribed by
rule. A Certificate of Need which has been extended shall expire at the end of the
extended time period. The decision whether to grant such an extension is within the sole
discretion of the Agency, and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the project
will be completed in multiple phases, please identify the anticipated completion date

for each phase.
Response: The chart is completed

2. If the response to the preceding question indicates that the applicant does not
anticipate completing the project within the period of validity as defined in the
preceding paragraph, please state below any request for an extended schedule and
document the “good cause” for such an extension.

Response: Because of the anticipated time required to complete this project, the applicant is

requesting an extension of 12 months or a total time of 36 months.

Form HF0004
Revised 05/03/04

Previous Forms are obsolete
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PROJECT COMPLETION FORECAST CHAR.?:[I October 24, 2014
s 2:56pm

Enter the Agency projected Initial Decision date, as published in Rule 68-11-1609(c): January

15,2015. Assuming the CON approval becomes the final agency action on that date; indicate the

number of days from the above agency decision date to each phase of the completion forecast.

Anticipated Date
Phase DAYS (MONTH/YEAR)
REQUIRED
1. Architectural and engineering contract signed 30 January/2015
2 Construction documents approved by the
Tennessee
Department of Health ‘ 203 July/2015
Be Construction contract signed 233 August/2015
4. Building permit secured 264 September/2015
5. Site preparation completed 356 December/2015
6. Building construction commenced 387 January/2016
oa Construction 40% complete 538 June/2016
8. Construction 80% complete 691 November/2016
9 Construction 100% complete (approved for
occupancy 872 May/2017
10. *Issuance of license 902 June/2017
11. *Initiation of service 932 July/2017
12. Final Architectural Certification of Payment 962 August/2017
13. Final Project Report Form (HF0055) 993 September/2017

* For projects that do NOT involve construction or renovation: Please complete items
10 and 11 only.

Note: If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.

The applicant is requesting 36 months to complete this project.
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ATTACHMENT B. PROJECT DESCRIPTION II.A
CODES LETTER
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Franklin Associates, Architects, Inc.

142 N Market St . PO Box 4048 . Chattanooga . TN 37405

423,266.1207

September 24, 2014

Ms. Linda Cross

Life Care Centers of America
3001 Keith Street, NW
Cleveland, TN 37312

Re: Life Care Centers of America -
108-Bed Skilled Nursing Facility
East Ridge, Tennessee
for
East Ridge Medical Investors, LLC.

Dear Ms. Cross

We have reviewed the codes required for the proposed 108-bed skilled
nursing facility in East Ridge, Tennessee. Since there are two sets of
codes required at this location, we will use the most stringent where
conflicts occur. The following codes will are adopted by the reviewing

authorities:

Tennessee Department of Health Code Requirements:

2006 International Building Code

2006 International Plumbing Code

2006 International Mechanical Code

2006 International Fuel Gas Code

2006 NFPA1, excluding NFPA 5000

2006 NFPA 101 Life Safety Code

2005 National Electrical Code

2002 North Carolina Accessibility Code with 2004 Amendments
2010 Americans with Disabilities Act (ADA)

2010 Guidelines for Design and Construction of Health Care Facilities
2007 ASHRAE Handbook of Fundamentals

NoGarwN =
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Ms. Linda Cross
page 2
September 24, 2014

The City of East Ridge, TN Code Requirements:

2012 International Building Code (excluding Chapter 11)
2012 International Plumbing Code

2012 International Mechanical Code

2012 International Fuel Gas Code

2009 International Energy Conservation Code

2012 International Fire Code

2011 National Electric Code

2009 ANSI A117.1 (National Standard) Accessibility Code
2012 NFPA 101 Life Safety Code

CoOENoOOArWN A

To the best of my knowledge and belief, the proposed project will be
designed and built to conform to applicable federal standards,
manufacturer’s specifications, and licensing agencies requirements.

If you have any further questions, please feel free to contact us at your
convenience.

Sincerely,

Wyatt\-€o , AlA
Architect
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ATTACHMENT B.IIL.(A).1 & 3

1. SIZE OF SITE (IN ACRES) — + 14.6 ACRES
2. LOCATION OF PROPOSED CONSTRUCTION
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ATTACHMENT B.IIIL.(A).2

EXISTING STRUCTURE ON SITE
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ATTACHMENT B.III.(A).4

NAMES OF STREETS, ROADS OF HIGHWAYS THAT
BORDER THE SITE
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ATTACHMENT B.1IV
COPY OF PROPOSED FLOOR PLAN DRAWING
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ATTACHMENT C, NEED.3
SERVICE AREA MAP
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ATTACHMENT C, NEED.5
HISTORICAL UTILIZATION DATA
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Attachment C, Need.5

Hamilton County

2010 - Historical Bed Utilization

SNF- SNF/NF NF - Licensed SNF NF Level SNF All NF All
Facilit Licensed Beds Beds Beds Only Medicare 1 Other Other Total
actlity Beds Medicare Dully Medicaid/ Beds TnCare | Medicaid | Payors Payors ADC
Certified Tncare Non Cert ADC ADC ADC ADC
Alexian
Village 114 114 - - - 14.9 85.3 - - 87.8
Consulate
Health Care 127 - 127 - - 20.2 100.2 - - 94.8
Life Care Center
of Collegedale | 124 r 124 m - 33.8 | 823 . - 93.6
Life Care Center
of East Ridge 160 - 160 - - 88.3 25.9 - - 71.4
Life Care Center
of Missionary 78 - 78 - B 10.9 49.6 - - 77.6
Ridge
Life Care Center
of Red Bank 148 - 148 - - 39.0 100.2 - - 94.0
NHC Healthcare
Chattanooga 207 - 145 62 - 120.9 65.3 - - 90.0
Siskin Hospital _ . . _ _
Rehabilitation 29 29 25.3 0.0 87.2
Soddy Daisy
Healthcare 120 - 120 - - 26.7 75.0 - - 84.8
Center
St. Barnabas
Nursing Home 108 - 108 - - 30.6 64.7 - - 88.3
The Health Care
Center — 474 - 304 170 - 135.1 267.2 - - 84.9
Standifer Place
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Total 1,689 114 1,343 232 - 545.7 915.7 ;“'--. - - 86.5
Attachment C, Need.5
2011 - Historical Bed Utilization
Hamilton County
SNF- SNF/NF NF - Licensed SNF NF Level SNF All NF All
Facilit Licensed Beds Beds Beds Only Medicare 1 Other Other Total
y Beds Medicare Dully Medicaid/ Beds TnCare | Medicaid Payors Payors ADC
Certified Tncare Non Cert ADC ADC ADC ADC
Alexian
Village 114 114 - - - 21.7 - - 80.5 89.7
eonscieis 127 - 127 - - 14.4 - - 105.2 | 94.1
Health Care . ; ;
Life Care Center
of Collegedale 124 B 124 - - 31.3 - ¥ 62.6 75.8
Life Care Center
of East Ridge 160 - 160 - - 80.5 - - 20.3 77.5
Life Care Center
of Missionary 108 - 108 - - 34.1 - - 25.2 29.6
Ridge
Life Care Center
of Red Bank 130 - 130 - - 32.9 - - 95.9 99.1
NHC Healthcare
Chattanooga 207 - 1145 62 - 90.4 - - 89.7 87.0
Siskin Hospital _ . - )
Rehabilitation 29 - 29 25.2 0.0 86.8
Soddy Daisy
Healthcare 120 - 120 - - 25.3 - - 75.4 83.9
Center
St. Barnabas
Nursing Home 108 - 108 - - 31.5 - - 64.8 89.1
The Health Care
Center — 474 - 170 304 - 132.8 - - 270.6 85.1
Standifer Place
Total 1,671 114 1,191 366 - 494.9 - - 9154 84.4
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ATTACHMENT C. ECONOMIC FEASIBILITY.1.2
LETTER FROM PROJECT ARCHITECT OUTLINING
THE ESTIMATED CONSTRUCTION COSTS
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82 SUPPLEMENTAL- 1

October 24, 2014
2:56pm

ATTACHMENT 9
REVISED CONSTRUCTION LETTER

13



83 SUPPLEMENTAL- 1

October 24, 2014

Franklin Associates, Architects, Inc.
142 N Market St . PO Box 4048 . Chattanocoga . TN 37405

423.266.1207

Qctober 20, 2014

Ms. Linda Cross

Life Care Centers of America
3001 Keith Street, NW
Cleveland, TN 37312

Re: Life Care Centers of America -
108-Bed Skilled Nursing Facility
East Ridge, TN for
East Ridge Medical Investors, LLC

Dear Ms. Cross:

We have reviewed the project Square Footage and Cost per Square Footage
Chart that has been prepared for the CON to the State of Tennessee for the
proposed skilled nursing facility located off McDonald Road in East Ridge,
TN. Based on the information shown in this form, and historical budgeting
information, we estimate the project cost to be $17,877,000. This figure is
based on the following line items:

a. A/E fees: $740,000

b. Site Preparation cost: $1,800,000
c. Building Construction cost: $14,837,000
d. Contingency fund: $500,000

To the best of my knowledge and belief, the facility will meet the 2010 AlA
standards as noted in the Guideline for Design & Construction of Health
Care Facilities and all applicable local, state and federal standards.

Sincerely,

Wyattteo , AlA
Architect

2:56pm
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SQUARE FOOTAGE AND COST PER SQUARE FOOTAGE CHART- 9-30-14
Existing | Temporary| Proposed Final .
A. Unit/ Department Existing Location SF Location Location Proposed Final Square Footage Proposed Final Cost/ SF
Renovated] New Tolal Renovated New Total

Resident Rooms LCC of East Ridge 24,65'5’-— New Nursing Home 0 25844 25,844 $0.00 185.00] $4,781,140.00
Administration LCC of East Ridge 1,887 New Nursing Home | 2870 2,870 $0.00 185.00]  $530,950.00
Rehab LCC of East Ridge 1,331 New Nursing Home 0 4222 4,222 $0.00 185.00 781,070.00
Food Service LCC of East Ridge 1,905 |-——-—— [New Nursing Home 0 1732 1,732 $0.00 $£185.00 320,420.00
Laundry ] LCC of East Ridge 578|-——-—— |[New Nursing Home 0 749 749 $0.00 185.00 138,565.00
Patient Care Support Area [LCC of East Ridge 4,577 New Nursing Home 0 5915 5915 $0.00 185.00] _$1,094,275,00]
Activities & Lounge LCC of East Ridge 1,452 New Nursing Home 0 3826 3,826 $0.00 185.00 707,810.00
Slorage LCC of East Ridge 1,276|—-———— |New Nursing Home 0 758 758 $0.00 185.00 140,230.00
Dining LCC of East Ridge 1,336| ———- |New Nursing Home 0 4071 4,071 $0.00 $185.00 753,135.00
B.Unit/Depart. GSF X

Sub-Total LCC of East Ridge 38,998 New Nursing Home 0| 49,987 49,987 $130.00 $185.00] $§9,247,595.00
C. Mechanical / Electrical

GSF LCC of East Ridge 147 New Nursing Home 0 2,757 2,757)  $130.00 $185.00 $510.015.00
D. Circuiation /Struciure
TGSF LCC of East Ridge 14,423 New Nursing Home 0| 27,456 27,456 $130.00 $185.00]  $5,079,360.00
IE. Total GSF LCC of East Ridge 53,568 New Nursing Home 0| 80,200 80,200| ©  $130.00 $185.00{ $14,837,000.00
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ATTACHMENT C. ECONOMIC FEASIBILITY.2.1
FUNDING LETTER
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86 SUPPLEMENTAL- 1

October 24, 2014
2:56pm

ATTACHMENT 10
REVISED BANK LETTER

14
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October 24, 2014
2:56pm

© BANK OF TEXAS

Bianca Andujo
Bank of Texas

5956 Sherry Lane # 700
Dallas, TX 75209

October 2, 2014

Life Care Centers of America, Inc.
Forrest L. Preston

3570 Keith Street, NW

Cleveland, Tennessee 37312

RE: Life Care Center of East Ridge

Dear Forrest:

We are excited to discuss the opportunity to finance the replacement of your facility in East
Ridge, Tennessee. This sounds like an exciting project that will clearly serve the East Ridge
area well by delivering the care and services that today’s seniors need and desire. As you are
aware, Bank of Texas has successfully worked with you and your companies over the past
several years and has provided you with financing for multiple projects.

Subject to your adhering to our applicable underwriting criteria, we are interested to work
with you on the replacement of Life Care Center of East Ridge. Based on our typical loan
parameters, we anticipate that the project can support a loan sufficient to fund up to 100% of
the costs which you anticipate to be $24,874,400. The interest rate would be established at
closing, but would be approximately 4% if we closed today. The loan term would be 5 years
with interest only during construction and lease-up. I know you are aware of our construction
financing process and our capabilities based on our previous successful experiences with one

another.

Bank of Texas looks forward to reviewing your loan proposal once you have obtained the
necessary Certificate of Need from the State.

Sincerely,

Bianca Andujo ;é

Sr. Vice President



88

ATTACHMENT C. ECONOMIC FEASIBILITY.10
FINANCIAL STATEMENTS

59



89

1

99°959'ZE8°'T 5V 20B'EE0’'7

¥/N 3 ¥/Y IO

TTEYATISOHEY ETICH

5ISZiT
0LSEZTT
YLveTI
£LPETT
TLRETT
TiveTT
00vZIT

&%12TY
GETITY
6TIZTIT

98TTIT
49TZ1IT
05TZTY
REAR AN
SPICTL
avLeTIL
BETZTT
SETZTT
DETZIT
0TIZYIT
[ del-T44
S0TIZIT

BETITT
TETTTT
SLILTL
ITITTT
FITITE

WEIENN
INROOSY

€T0Z 'Tf X3gqwasaq

69°TbI 58T £€° 892’675 /Y RFHIO TELOY
e e ———————— ek
€9°T12'8E Ly LOL'gLT AL¥Yd QLINTHE - ¥/v
ZB'06L¥T S9'520°vZ ALITIOVE YOOI /Y
V0’ $ZB8PT Y10Z IEUQ 096 ¥ VD, W
~Cb 60%‘LE §8°¢{re'sEZ ET0Z 1980 Q¥ ¥ auvD. W
£6°ZEG LG CT0Z 1890 Q¥§ ¥ J§VD, W
L6°SEQ'Z1 LT0T 1880 QYUE YV =20vD, W
09'¥T2°T 9L'2ZY ‘% SEEAQTIRE ¥/Y
STEVAIEOTA SIMNO0OV WIHIO
L6 PSD’LLS'T 9T 9ES'PYS T q/V_INSITVG JAN
“CTL'STS'PET -DE'PEE 6T SLE8Q avd ¥Od MOTIVY AYIOL
b 428377 ¥ NOLIVHISANDES € =uvd.u u/v
-YPESYIZT Y ROLIVMISADES Y SawD W u/v
-¥9° 628’ 12T -0 ¥ES ‘61 BOTIY a/8 Isd Y/v
31920 O¥S W04 BONYMOTTY
65 TL6°TTIB'T . 9%'89% 'baS’T SITEVATEDIY ILNAIIVA TYIOL
€% LHE'SS ET°00€’ ¥ € I¥Vd SONVUQSNI %5/
B TE"09L ¥y €2 £85 8TV IOWVAIHOD/SNI dNS ¥/V
: . GT TLS 95°91L dSOH/YA ¥/
£07BOE ORIEVATD € AEwD.W 3/Y
LO"TLL 0L TE"BSL L SONVANSHICD €@ &uvD.W /v
58 189°'9% BT°TESOT 8 AV K /Y
TET165 SRIAVETD TUVD:H /Y
267 TDO‘0ES ESTT195€RES BONVHSNIOD Y JHVD W M/%
T o £2°229°229 68"%Z5'tas Y EEDW N/Y
. 19" LiS'E6 80-9¢L’ 0T SIVATHG d/Y
i ~00*95% ‘56 -00°€59'05T ENRAARE CIHVASEA
~00"966‘¢ ONTEVTID anaasy ¥,y
SFIAYAIZIEY INIILVA
HTEVATEONY SHION ¥ SINOGODY
PL SFS2 70°T¥8 HSYD TYIGL
—_—
00" 00E 0G°00¢ HEYD Xilda
047 00S 00005 HEWD Kilmd
: [£o00] %4 R ZA:17:] SHIAVRID TIONRYS
¥ s0s -22°0T RSYD TTIONAYI
007000 ‘T 00° 0001 d¥0 - TYOOT HIWD SKILVAIJO
HSWD
u ga k: ] ¥a s 154 OLX NOLIdTHISEq
THedEy ROIINDTAISEWTIE SINHNTLSANXY 3008 VYEX MOI¥Z
HLMLIANY
203 LT

ZDWa ¥yT/0e/et

HONYTIVE TYINL ONIYEOM

a5Q1y Isw™
041y isva



90

| uaq
IogFA NOILVDIJISSYIOT:
BIRLIAOT
ZOLT
Y1/0E/60

E =]
a/n

TRLSAKIT

o0 ko4
SUGEHLSNOaY

S8 ETT 72T 2T

arx
SH00E ¥A3

€8°£20°21S'zZT £IASSV TYIOL

arx ROILJINDBaQ ATAWON
YYAX UOTA LIRNODOY

ET0Z '1f Idquscag
EONEIVE TYINL DNIAEOM
DALY Z3VE

BEATY ISVR



91

o™

——
_—
—_—
—_— -
€ ur ¥ZIAY UILSNCaY W o
L3033y NOLIVOYIATBSWIORE da/u s¥ SINIRLSNOaY
HIMLIANY
[ARYAN
-G ¥1/0e/60

L8°05%’91Z0T 98'TTL'9%T 0T

ARVAWODMAINT TYIOL

LBTOSP'91Z’0T 98°2YL’9%L’0T

CENMO - WO¥4/GL 30O WOOT 05Teze
ANVINODNELNT

SIESSY YIMIO JAN

SLASSY HIC I¥OWY TRIVINWNODY

SIZSSY HAHIO TEIOL

6L°TSE“Z0T TEVATEDHY SEIUIAOITS HONYUNSNI ogvaezT

T0°0 08°Is5¢’20Z
T0°0. . 08°1S£°26Z
T6'0 T80

S0 L¥E %S L9°'5L7's5

~09'BEE LET -8L°5060°4L6T
=10° 15T 86 -TG°TIST'86

“65°LBT'66 -LL ¥SB‘EE

I0°TIST’96 10°15T ‘86

TO"TST ‘86 T0°TST'86

PIPET¥ST ¥S €T’ ST
T0°6€BDOT T0°6E8° 00T
£9'962 'S5 £9°56Z°€S

€6°SIL 698’ T SE“5LY'LOT T

€S ELY T .28 5€6°2T

00 008‘T d0°008°T

00°00¢

00°01Z

TLULTO'T

00" EE0‘CT 00°€20 ‘5T

28'ZI1't €8°CTIT‘1
atx axx

54008 d5a UYER J0TE4

SANAd LSNUL INHQISHN  0EZ62T
SLASSY RIEHIO

LNERATNOR 3 ALASAONd I8N
¥IFT CRIVINKAIOY TYLOL

dINOA SNVEL ¥33A WNOOY  608ZZT
I/T ¥ESQ WNOOY  56LZST
NCILVIDANGSU GHIEMIWADIY

HSVAT YD Y9an J0ud qESYET
TANLYIL % NANS ‘JINGE TMIOL

INARG 1IN0 NCIIVIHOdSNVEL 00eTz1
SHEALXIA I NS ANEWA TNOF

SINERNCAUINI 3 SECTIE TYIOL

SLNINANORIWT TIOHASYET 00L22T
SSTID0US NI MOILONULSNGD 10EZ2T
SINBWEACHSNI ¥ 2ITTING

SINIWZAONAKT 3 QNI

ELASSY INTNHAD TYIOL
NSO ¥FHLO0/SATIEANS TYLOL

WAMIO AIY4E¥d €62P11

USHIO ATVASHd  26ZHTI

WEHIC qQIVdadd  T6zeTT

ESYAT arvdasd  1SZRIL

SANG QIvasy¥a YHZpIr

WNSNI MEHIO AIVATye SIZPTT
INTEHND PAHLO ¥ SAITAANS

NOLIAI¥SSHEA YISALN
EANODOV

ET0Z ‘Tf Isquepag
FONYTEE TYINI DNINEOM
ILATE 189

=DOLE ISYY



N
(o)}

9B €IT 12T 21

€T ozE'2ze 1T

BE EZ0°TIS'ZT  ALINTG ¥ SRIITTIANIT V10T

ES°6E9°96E'TT DNINUNE LZ¥/dV0/WUNE TYIOL

S8'LB6°L

0E LTIV ZEB QT

—LB°LLI'89T

{SBOT) JHOOKI 139 Q-I-a

LT°S60°TOT TT SONINuE CL 38/ TYLIAYD CERYYE  G0EZD%

—_—
=) wa Ay ARLSOCAY p-rl aq
THOITA ROIIWIAISSTOES a/K 8 SINANLEROaY
S1LMLIANY
20+ LT

"oV vI/0%E/8Q

#0°ST6'THE 8t° €2z’ 99% HEEWSW/SSE NI LEWISIANI  Z0TTOf

ALINGT SUATHRILE/dYD S.uNINA

L9 EES’HET CE 816’952 ¥HHIO 3 SEXVI J3G TELOL
6L°TSE'20Z SNEIH ALIMIEYIT CANEION  00¥6ZZ
SG'HET L ~PT0TH 62 TIBNIT 20Ed OMLEW CHNUIOV 'JBN 650672
b 00E‘BTT STLSLSTT  ISYIT SSEDXE/TIVI GENMODY 4¥K  8506%7
0°0 1076 GNAS LSO¥L INIAISSH 0€06Z7
48'8TT 6£°6TZ *B6eT ALUHIONE QEWIVIONN 9T062Z

WRLO 3 SAXVL YWOONI GANJa&md

1690 WAET SNOT

96652 °0LS 66°59% %29 SSILYTIAVIT INENAND TYIOL

CE3d  I/7 30 BITLINNIGH INED

STEVAYd SEION

6% 995 0EE €6'69% ‘E6¢ SHENFEAXE QINNDIV TEIOL
Z& ' ¥9E 65° 565 SINAWHSINIVS QgEe3z
00°089°z 00°S8L’'E 433 LIAOV QSNOOY  OFZETZ
89' bS50 TST 89°%00'961 OIS ¥ NOILUOVA CINNIOV  0TZETZ
€6°%L8° 09T 89°£08°3L1 SHIEVIVS QIONOIY OTZETZ
LO'6EQ’T 83°5TT’¢ E/#4 #T0Y  ®LTeTe
€% LBT 0®*9LT AVd XML XOTARANN HIVIS 72TETE
TETYBE ET 26'¥EE6 LT KOLLYOZ SVHAOTANE YOI $TTELZ
L EL LLT B Avd XUL AOTAWENN TWVdS0Sd  CTictE

SISNEAXT QEARIOY

LY 169’65 L0'366°DEY TIRVYAYd SLNNOODY TRIOL
[4:M:) S8 4 EEPBY 'L TINOOT GNE HINOW /YW 0Z2TTe
59°ZLE’LEE PITI1S'€2y RTEVAYd SINAODOV 80WdL  OTTTTZ

FIEEAN SLNQODOY
arx axx ROILAINOSAT FREWON
EN008 A AYIA HOTHA INNOIDY

€102 '1€ Tequedsg
HIRVYTYE "TYIAL DNIINOM
IDATY LSYY

2DCIY ILSYS



BAST WIDGE

FAST RITGR

dtarament of Incowe - YID
Dacembee 31, 7013

UBSER1PFION

EATIENT LAYS FOR PENIGD

REVENY RS
REUTINE HESER
ARCILLAKY RENENOE
PART B REVENE
OTHED DPERATLIR REVENUE

GTOSS NENVENUE

DEVACTACNS PRE4 PEVENUE
BAPT B CONPRA
TUTAL DREODGTTONS FROM REVENUE

NET REVENUE

OPEVRETNG EXPENSES
YALARIES & RELRTED TAXES
HEWRPTTS
AN OOMP

TOTAL SALARY COSTS

SUFELIER

Es M

COMRACT SERVICES
ASSGCTATE FYstT ALY
WOPKERY COMD
PROE/LTAR IHAURANCE
TRKES :

OTHER EXPENSEY

TN, OPERATING EYEENSES

OFEINTING MNI IR
OFERAT lies YR v

NGl OPERATIRG EXEENGES
MAIDSEMERT PELS
DESPEZARTION & AMOKE
ERYEREST KX
NEW & LEASE BXP

EER RKVRRSHE

SR MR QFRRATING BAP

PIE TAX PROFIT

L

a6, 053

5,074,170
7,466,433
252,044
35,942

13,128,569

2,249,124
32,181
2,347,305

71,381,284

5,560,633
557,41¢
76,346

6,214,193

1.€02.827
§7,05¢
452,652
6,139
432,785
Xp2, 409
19E,24¢
1,343,490

L0, 182, 314
1,394,270
10.53
371,103
35%

2
A10, 504
640

4,100, 952

7,340

PER
by
43,34

158,79
249.44
8.2
1.20

456.82
75,04
107
16.11
3te.1
185 63
18.55
?7.%4
e T
56,00
1.490
15.0¢
D.30
4,40
£.07
3.53
4477
336,82

39,90

19.00
.01

20.59
9.02

39.62

2.27

BUDSEEED
Yriy
35,130

7,046,723
8,820,107
140,951
16,591

15,224,364

2,136,139
91, 16y
2,452,284

13,77%, 0RG

€, 054, 007
795, 461
26, 640

£, 915, 164

%035, T40
46,615
526, 95h
5,159
120404
127,860
108, 244
1,514,168

11,437,522
2,334,354
16,99

588, 604

%4 651

56%, 044
183

1,253,452
1,001,166

93

2 PAGTERN
ON6

PER
DAY
54,90

187.00
246.50

66,010
2.55
66.36

395,02

169.25
22,21
2.42

193.88

34,91
i.31
15.73
.26
X045
3,85
3.03
42,32

314,95

.04

.22

CI¥BERIING

PRIOR YEAR
¥TO
13,959
6,509,409
7,924,163
155, 990
35,501
14,626,071
1,165, 625
41,790
1,607,418
12,818,656
6,350, 108
725,732
140, 229
1,256,638
1,547,514

57,953
524,426

164, 560
1,557,426

11,679,423
1,139,233
0.89 %
640,932
1,731

€63, 057
159

1, 3C7, 920

1€8, 677~

~ PER
ORY
32.7

191,66
2332
4.59
1.05

230,
AL.99
1.23
S22
3

189.17
21,1
4.45

.81
Q.05

15,59

30.41

4.9)-

AULGE?
VARIANCE
. 5,717~

1072, 543~

1,353,874~
69,907~
13,343

2,495,775~

105,995
1,016~
105,979

2,390,798~

473,374
437.04%
10,294

70,13

302,813
0,238
74,348

16
0,762~
44,549~

2,101

166,664

1,255,208
1,138,568~
6~
117,501
2,18
2-
56,860~
467~
62,470

1,07, t1B-

TFage 1
09/20/1¢
17403

PRIOR YFAR
VARIHNGE
3,906~

33%, 239~
488, 730~
96,016
441

897, 482-
489, 499~
50,391~
539,090~
1,427,372+
B0Y, 475
160, 314
62,452
1,082,243
264,687
299
12,14
€11
13,427+

1,584~
2,927

1,197,103

89,737
2

69,829
1,399

2-
46,133
440-

116, %28
176, 685



94

ATTACHMENT. ORDERLY DEVELOPMENT.7(b).2
COPY OF ACCREDIATION CERTIFICATE

61



09/19/2014 PRI 11:37 FAX 1 423 899 8616 Life Ci3® East Ridge @002/002

Y
P The Joint Commission

July 27, 2012

Dayle R. Love, RN, CNI1A, FACHICA Joint Cotnmission ID #: 118980 .
LD Program: Lang Term Care Accreditution

Lifc Carc Center of East Ridps Accredliation Astivily: "60-day Evideace of
1500 l-‘mcher Avenue Stundards Compliance

Eust Ridge, TN 37412 Accreditation Activity Completed: 07/27/2012
Dear Mr, Love:

The Joint Commigsion would Jike (o thunk your organization for participating in the acereditadon process. This
process is designed to help your organization conlinuously provide safe, high-guality carc, treatmenr, and Servicoy
by identifying opportunitics for improvement in your progesses and helping you follow throngh on und
implement these improvements. We encourage You 10 use the secreditation process as a continuous srandards

.compliance and operational itnprovoment tool.
'Ihe Jolnl Commisyion is granting your organization an accreditation degisian of Aceredited for ull services

surveyed wnder the applicable manual(s) noled below:

- Comprehensive Acereditation Manual for Long Term Care
This accredlation cyplc iy olTeotive beginning May 25, 2012. ‘I'he Joinl Commission regerves the right (o shorten
or lengthen the duration of the eycle: however, the certifivule and cycle are cusromarily valid lor up to 36 months.
Pleuse visit Quality Check® on The Joitit Commission web site for updated information related to ydur

accrcdilation decision,

We encourage you 1o share this accreditation decision with your arganization’s appropriaté staff, lendership, and
governing body. You may also wunt o inform the state or regfonal regululory scrvices, and the public you serve

of your orgunization’s accredimation decision.

Plouye be n.;'surcd that The Joint Commlseion will keep the report confidential, excepl i required by law, 'I'o
ensure that The Joint Commission’s information'about your organization iy ulways acenrate pnd curreul, ouy
policy requires (hut you inform us of any changes in the aamo or ownership of yaur organization or the health

care §crvicos you pravide.

Sinccrely,

st (Rrtt

Mark Q. Polletier, RN, MS

Chief Operating Offiver
Divinion of Accreditation and Cettification Operalions



96

ATTACHMENT. ORDERLY DEVELOPMENT.7(c).1
COPY OF LAST INSPECTION, THE CORRECTION
ACTION PLAN AND THE FINAL CLEARANCE
LETTER

62



97

From: 03/27/2014 09:27 #637 P.002/002

STATE OF TENNESSEE
DEPARTMENT OF HEALTH
OFFICE OF HEALTH LICENSURE AND REGULATION
EAST TENNESSEE REGION
7175 STRAWBERRY PLAINS PIKE, SUITE 103
KNOXVILLE, TENNESSEE 37914

March 24, 2014

Mr. Benjamin Zani, Administrator
Life Care Center of East Ridge
1500 Fincher Avenue

East Ridge TN 37412

Re: 44-5296

Dear Mr. Zani:

The East Tennessee Regional Office of Health Care Facilities conducted a Health and
Life Safety recertification survey/complaint investigation on January 21 - 23, 2014. An
on-site revisit and review of the facilities plan of correction for the deficiencies cited as
a result of the survey was conducted on March 12, 2014, Based on the on-site revisit
and review, we are accepting your plan of correction and your facility is in compliance

with all participation requirements as of February 14, 2014.

If you have any questions concerning this letter, please contact our office at (865) 594-
9396.

Sincerely,

K.(L,f\-.&lq&\\ \/_:L)\ [}t{_ QM

Karen B. Kirby, R.N.
Regional Administrator
ETRO Health Care Facllities

KK:afl
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From:

2014-02-05 14:57 DCO547PM13501 8652125642 »>

STATE OF TENNESSEE
DEPARTMENT OF HEALTH
OIFICE OF HEALTH LICBNSURE AND REGULATION
EAST TENNESSEE REQION
7176 STRAWBERRY PLAING Pk, SUITE 103
KNOXVILLE, TENNESSEE 37914

IMPORTANT NOTICE - PLEASE READ CAREFULLY

February &, 2014

Mr. Benjamin Zani, Administrator
Life Cara Center of East Ridge
1500 Fincher Avenue

East Ridge TN 37412

RE: 44.5296

Dear Mr, Zanl;

The East Tennessee Reglonal Offics of Health Care Facilities conducted a Mealth and Life Safety Code
recertification survey/complaint investigation on January 21 - 23, 2014, This letter to you is to serve as
notice that as & result of the survey completed January 23, 2014, your faclity was not in eubstantial
compliance with the participation requirements of Medicare and/or Mediceld Programs. A statement of

deficiencies (CMS 2587) Is being provided to you with this letter.

If you do not achieve substantial compliance by March 8, 2014 (45 day), our office will recommend to
the Centers for Medicare & Medicaid Services (CMS) andier the State Medicsid Agency that

enfarcement remadles be imposed,
All references to regulatory requirements contained in this leftsr are found in Title 42, Code of Federal

Regulatlons,
Mandatory Remedies

If you do not achiave substantial compliance by April 23, 2014, (3 months after the last day of the survey
identifying noncompliance January 23, 2014), the CMS Regional Office and/or State Medicaid Agency

must deny payments far new admissions.

We will also recommend to the €MS Reglonal Office that your Pravider Agreement be terminated on
July 23, 2014, if substantial compliance Is not achleved by that time.

Please note that this notice does nof constitute formal notice of mposition of altarnative
remedies or termination of your provider agreement. Should the Centers for Medicare and
Medicaid Services defermine that termination or any other remedy Is warranted, it will provide

you with a separate formal notification of that determination.



99
F ol 02/06/2014 09:40 #948 P.004/011

2014-02-05 14:58 DCO547PM13501 8652125642 »> P 3/10

Mr, Benjamin Zani, Administrator
February 5, 2014
Page 2

Plan of Cotrection (POC

A POC for the deficienclas must be submitted by Februaty 15, 2044, Fallure to submit an acceptable
POC by February 15, 2014, may resutt in the imposition of remedies by March 8, 2014,

Your POC must contain the following:

What corrective action(s) will be accomplished for those resldents found to
have been affected by the deficient practice;

How you will identify other residents having the potential to bs affected by the
same deficient practice and what corrective action will be taken;

What measures will be put Into place or what systematic changes you will make
to ensure that the deficient practice doss not recur: and -

How the corrective action(s) will be monitored to ensure the deficlent practice
will not recur; .e., what quality assurance program will be put into place.

INFORMAL, DISPUTE RESOLUTION

In-accordance With 488,881, you have oo opromunity 15 tuestion ched dsficloncles, Youmay raqutsta
qu‘:ﬁé%&adm- %ﬂwﬂﬂwﬁdﬁm hatm leve deficlencles and immedia :-lﬂféaﬁ.r‘dx
avel cafidiancies, All other deficieriios wil taselve @ desk review (telephons 6 witisn) by the Realonal
Ofiica that clted the deficlency. These reyissts mtist be riada witkiin | @ same 10+caléridar day period
that you Mﬂoraubmm.a'nfawqmﬁbm;@f:ﬁmuﬂemnd,mmnm gdditfongljustificifion as
to why'the daficlency(les) should nof have been written. for harm levl deficienclgy or other déficlencies

! are not substandard or immedlate Jaopardy. Evidence fo dispule the s e.and sevarily lovels may
anly bo.subimitied for substandard orimmediate Jeopnrdy defisiencles, Adeions anamul‘:':i? which misst
be submitted with your request foran _lFR-is limited tono more than five (5) typed pages v fradont size
olly st o i sonasts ent s i sl o e o fao OR,
facllity mustsubmit two separate.requests with thelr plan of co eclion fo the State Survey Agency afthe
addr?ss on this Jetter, tagpphona B65-688-6650 or fax number 865-604-6730, An Incomplete: Informal
Dispute Resolution process will not delay the sffective date offany enforcament acfion,

If you have any questions, please contact the East Tennessae Regicnal Office by pherie: 865-588-5856

or by fax; 865-504-5739.
Sincerely,

Karen B. Kirby, R.N,
Reglonal Administrator
ETRO Heallth Care Facllities
KK:afl

Enclosure
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02/14/2014 0B8:44 #065 P.002/008

FORM APPROV]
OMBNO. D538-0561

STATEMENT OF DEFICIENCIES

~ [e1) PROVIDERSUPRLIERICUIA
{ND PLAN OF CORREGTION -

* IDENTIFICATION NUMBER:

445296

(X2) MULTIPLE GONSTRUGTION
A BUILDING

8. WING

{X3) DATE SURVEY
COMPLETED

NAME OF FROVIDER DR SUPPLIER
LIFE CARE CENTER OF EAST RIDGE

GTRERT ADDRESS, GITY, §TATE, Z0P CODE
1500 FINCHER AVENUE
EAST RIDGE, TN 37412

X48)(D BUNNARY ETATENERT, T,
e émmﬁgﬁi o

TAG . TORYORLS

o T PROVIGERS PLAN OF CORRECTION
PREFIX {EACH CORR ACTION LD BE

. 1)
COMPLETION
DATE

TAG _
) DEFIGENCY ;

F 000 | INITIAL COMMENTS.

Arecetlifioalion suryey ang Gomplalnt \

F 456 [483.70(c)(2) ESSENTIAL EQUIPMENT, SAFE
§8=F | OPERATING CONDITION |
The facility must maintain all esgential
1 mechanical, electrical, and palient care
| equipment in safe operating condition,

This REQUIREMENT Is not mef as evidenced

by:

Basad on opservation, fevlewrof facliity policy,
and interview, the facllity fallad to maintain
a’a’aﬂﬁﬁﬁtknéﬁmﬁrbgytpmgm In safe operating
-condition,

The findings included;

Observation in the dietary department on January
21, 2013, at 11:30 a.m., revealed a foul odor ]
presantin the araa adjacent to the hot watar
temperature booster and beneath the garbage

i disposal. ‘Continued observation revealed three
approximalely tan inch sections of cut two by four
‘boards lylng on the floor béneatl the garbage:
disposal. ‘CGontinued observation revealed the
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DEPARTMENT OF HEALTH AND HUMAN SERVICES PRINTED: 02/03/2014
.. FORMAP
CENTERS FOR MEDICARE & MEDIC VICES OB e ROVED

STATEMENT OF DEFICIENCIER (X‘I} PROVID'EH‘SUPPUENGLIA || {%2) MULTIPLE CONSTRUCTION
AND PLAN OF CORREGTION IDENTIFICATION NUMBER: A.BULDING

445208 [Bwme_ .
NAME OF PROVIDER OR SUPPLIER e | B‘rﬂaermoﬂgss cm srm-: ZP CODE
LIPE CARE CENTER OF EAST RIBGE 1 1600 FINCHER AVENUE

. _EASTRIDGE, TN 37412
¥ R
TAG | R cwm {

FF 458 Continued From-page 1 F458|

Review of faclity policy, Preventative : |

| Malntenance Water and Plumbing System, b s i ;

| revised March 2004 revealed "...maintenance : g o [

personnel will perform preventative maintenance 3 Cont.., ; 2 } il
(2l

- 3 o v 1
PREFIX cgmﬁcomscmacm‘ Tl 5 { comienon |
5 DATE \

E‘B]KEgTO THE APPROPRIATE
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uh& the: A i
e faalllfy hud falled to- ‘maintaln'the watsr '
| tempereture boostar which was leaking onto the
kitchen floor,

l
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R ot

’ __' FORM APPROVED
STATEMENT OF BEFIGW 8 [ {1} PROVIDER/SUFPLIER/CLIA o2) mirlvgs'eommui:nou ] DATE SURVE ]
AND PLAN OF CORRECTION IDENTIFICATION NUMBER: A BULDING: i “modﬁﬂE ¢ _
TN3308. . B._Wlh_lf_i

NAME OF PROVIDER OR SUPPLIER

LIFE CARE CENTER OF EAST RIDGE

1600 FINCHER AVENUE

EASTRIDGE TN 37412

STREET ABDRESS, CITY, STATE, ZIP CODE
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”'T‘,E(';‘-" ] nfé%mmomf OR LSC IDENTIFYING INFORMATION) ; ThG c;{oss.g%?eggﬁégf ﬁr?g As:P?t%LIE’RﬂETE wﬁm"
x p i DEFICIENCY)
K038 { NFPA 101 LIFE SAFETY CODE STANDARD | K038
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K 147{ Continued From page 1 | k147
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piant operatlons and the facility administrator . c‘a%’g;’g%%’:rm’
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AFFIDAVIT

STATE OF TENNESSEE

COUNTY OF BRADLEY

Joan E. Thurmond, Assistant Secretary of Life Care Centers of America, Inc., being first duly
sworn, says that she is Assistant Secretary of the applicant named in this application or
his/her/its lawful agent, that this project will be completed in accordance with the application,
that the applicant has read the directions to this application, the Rules of the Health Services
and Development Agency, and T.C.A. § 68-11-1601, et seq., and that the responses to this
application or any other questions deemed appropriate by the Health Services and

Development Agency are true and complete.

Life Care Centers of America, Inc.

. Thurmond, Assistant SeCretary

Sworn to and subscribed before me this "yc\day of O (‘—W. 2014 a Notary

(Month) ey (Year)
Public in and for the County/State of &Qz 4 lefj ( f@gﬂj;fj ) €S

' “NOTAT%@UBLIC

My commission expires .~ [~ 20| "7 z
'

64 WG okEY
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B - SUPPLEMENTAL- 1

October 24, 2014
2:56pm

LIFE CARE CENTERS OF AMERICA
dba LIFE CARE CENTER
OF EAST RIDGE

SUPPLEMENTAL INFORMATION

CERTIFICATE OF NEED

APPLICATION CN1410-044
OCTOBER 23, 2014



1. Section A. 6 (Site Control) - Tl}e1 (zlraft facility lease agree%glPlls: Iﬁ'OEeME'NeTAL- 1

Agency will need a fully executed (signed by both parties) lease agreement, or a

fully executed (signed by both parties) option to lease which demons@&tahee 24, 2014
applicant has a legitimate legal interest in the property on which it intends to 2:56pm
locate the project. A fully executed (signed by both parties) Option to Lease must

at least include the expected term of the lease and the anticipated lease
payments.

Response: See Attachment 1

2. Section A. 11 (Medicaid Provider Number) - Since the applicant’s bed
complement chart indicates that the 108 beds will be Medicare-certified only,
please explain how the applicant expects to obtain a Medicaid Provider Number.
Additionally, according to a TennCare representative in response from an
inquiry by Melanie Hill, HSDA Executive Director, nursing homes are explicitly
prohibited from serving a subset of Medicaid applicants and if they participate
in the Medicaid program, must serve all Medicaid residents, regardless of level
of reimbursement. Please explain how the applicant expects to be Medicaid
certified for Level II only.

Response: The Centers for Medicare and Medicaid Services (CMS) requires State

Medicaid programs to establish a mechanism for non-Medicaid providers to bill the
Medicaid program for Medicare coinsurance (crossover claims) incurred by a
Medicare patient who has Medicaid coverage (dully eligible beneficiary). The
purpose of the Medicaid provider number is to provide the facility the means to bill
for Medicare coinsurance. Attachment 2 is a bulletin from CMS which outlines State

Medicaid agencies obligation to reimburse for these crossover patients.

The only mechanism Tennessee Medicaid has to process crossover claims for dually
eligible beneficiaries is the Medicaid II provider number. The facility is willing to
become a Level II Medicaid provider to avoid the State Medicaid program from
having to develop an alternative claims process mechanism to meet CMS'
requirement to process crossover claims. The facility is aware it must accept
Medicaid beneficiaries who qualify for the Medicaid Level II service; however, there
are very few, if any, beneficiaries who meet the Medicaid Level II care criteria where
Medicaid is the primary payor. The facility's preference is that the State Medicaid
program meet the Federal government's requirement t(; provide a claims processing
mechanism for crossover claims for non-Medicaid providers. Life Care Center of
Hixson and Life Care Center of Ooltewah are also Medicaid Level II providers only.

3. Section A. 13 (TennCare Participation) - Please explain why the applicant
intends to be Medicaid certified but not treat TennCare patients.
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Résponse: Because CMS requires State Medicaid programs to reimburse non-
Medicaid providers for the copayments and.deductibles for these crossove©Ltobler 24, 2014
I 56pm

patients. ' 00T 24" 14 ougien

. Section B, Project Description, Item I - The applicant has requested three years
to complete the proposed project. Please provide the reasons for the additional
year being requested.

Response: It is difficult to complete all of the construction documents, receive

regulatory approvals, construct the facility, and receive licensure inspections within

two years.

Life Centers of America has recently completed five new facilities in Tennessee. All
of these projects required over two years to complete and 36 months was requested
and approved for all of these projects. These projects are Life Care Center of
Missionary Ridge (CN0904-016), Life Care Center of Hickory Woods (CN0906-029),
Life Care Center Old Hickory Village (CN0908-030), Life Care Center of Rhea
County (CN1101-004), and Colonial Hills Nursing Center (CN1208-039).

If the current facility is to close during construction, please clarify how the
applicant intends to retain its licensure status until the opening of the new
facility.

Response: If a Certificate of Need is granted, it will no longer be necessary to

maintain the existing license.

Please discuss in detail the transition process of the nursing home residents from
the current nursing home to the proposed nursing home.

Response: Currently approximately 82 percent of the patients are Level I (SNF)
patients which have an average length of stay of approximately 34 days.
Approximately 45 days before the scheduled date of closing the facility, admissions of
Level (SNF) patient will be discontinued. Therefore, most of the Level II (SNF) of
the patients will be discharged before the facility closes. The remaining of these

patients will be transferred to another facility.

There are approximately 18 Level I (SNF) patients in the facility. Approximately 45
days before the scheduled closing date, admissions of Level I (NF) patients will be
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discontinued. The patients in the facility will be encouraged to transfer to

Center of Collegedale. The charge structure at Life Care Center of Coll§etiakex 24, 2014
2:56pm

very similar to that at Life Care Center of East Ridge and is located only 11 miles B

from the current facility.

If the proposed facility does not overlap the site of the current facility, please
explain how the land located under and around the existing facility will be
utilized after demolition of the current facility.

Response: The total acreage of this site provides the opportunity for future expansion

that could include an assisted living facility and a retirement facility.
Did the applicant consider designing the facility in 2 manner consistent with the

Greenhouse concept/Eden alternative? Please explain.
Response: The design of this facility does incorporate several Green House Project

concepts. Each resident room has a private bathroom with a shower, and the shared
common areas such as the three dayrooms and the library are all always open for
resident use. This allows freedom from scheduling. The facility has a warm inviting
décor and multiple common rooms and outdoor spaces for the resident to enjoy. There
is wireless internet available throughout the facility plus a large channel lineup on the
provided TV service and a direct dial phone line to each room. The nurse call systems
use pagers and the corridors are carpeted to reduce the noise levels. The windows into
each room are 60% larger than required by code to provide plenty of sunlight into the
resident’s room. In addition there are three exterior courtyards plus walking paths, a

putting green, and beautiful landscaping to encourage time outdoors.

Can the dining area seat 108 residents in one sitting? Please explain.
Response: The dining room will seat 87. The assisted dining room seats 12. The

dayrooms have seating for 24 (8 each). This totals 123. In room meals can be ordered

from a restaurant style menu at any time.

The applicant reports the current facility only has 4 private rooms. However,
the 2012 Joint Annual Report for the applicant reports 13 private rooms. Please
clarify.

Response: The facility was built with 3 private rooms. Because of the demand for

private rooms, nine semi-private rooms were converted to private rooms.
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5. Section B, Project Description, Item II.A. - The codes letter in the attachment is
noted. However, please clarify if the newly constructed nursing honféGiaber 24, 2014
fully sprinkled. 2:56pm
Response: Yes, the building will be fully sprinkled.

6. Section C. Need 1.a. (Service Specific Criteria-Construction, Renovation,
Expansion, and Replacement of Health Care Institutions) (2) (a.) - Your
response to this item is noted. Please compare the cost of the renovation project
to the cost of the replacement projects in cost per bed terms.

Response: The renovation cost per bed is higher than the new construction as

proposed in this application.

Beds Conggl;:tion Cost per Bed
New Construction 108 $14,837,000 $137,352
Renovation 118 $16,292,080 $138,068

7. Section C. Need, Item 2 - The long range goals of the applicant are noted. Please
clarify if the proposed facility is designed in a manner to expand in the future.

Response: Should future expansion of this facility be desired by the ownership, the
facility is designed to permit expansion, and the site is large enough for a building

addition.

8. Section C. Need, Item 6 - Table 7 on page 25 is noted. However, please clarify
why the applicant reduced licensed beds from 160 to 130 from the year 2011 to
2012.

Response: A certificate of need application (CN0806-038) was filed to relocate Life

Care Center of Missionary Ridge to new site in Hixson, and increase the licensed beds
from 78 to 108, with the additional 30 beds being moved from Life Care Center of
East Ridge. Because there were only 21 beds in the bed pool, only 21 additional beds
were approved. A second application (CN0904-016) was filed and approved to
transfer the remaining 9 beds from Life Care Center of East Ridge to Life Care Center
of Missionary Ridge. The decision to move the beds to the new site was made in

order to utilize these beds at higher rate.

The average daily census of 100.8 in 2011 and 71.9 in 2014 is noted. Why did the
average daily census drop 40% during this time period?
Response: From 2009 to 2011, Life Care Center of Collegedale had beds closed

during a renovation of the facility. After the renovation was completed in 2011, a
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portion of the referrals that were going to Life Care Center of East Egg "F‘EM Ea'g{(

to Life Care Center of Collegedale. October 24, 2014
2:56pm

What year does the applicant expect to reach 90% for the new proposed 108 bed
facility?
Response: The applicant is expecting an occupancy rate of 90 percent during its third

year of operation.

9. Section C, Economic Feasibility, Item 1 (Project Cost Chart) - What is included
in the $1,800,000 Preparation of Site cost?

Response: Beyond the typical site work costs of storm water and other site utility
work, this site will require significant fill to be imported to raise the finish floor level
4-6 feet above 100 year flood level. A screen wall is being built along the exit ramp
onto the interstate. Other items include a new traffic signal, road work to create a new

entrance to the site, and demolition of the existing facility.

The Preparation of Site Cost is $1,800,000 in the Project Costs Chart and
$1,500,000 in the letter from the Architect outlining the estimated construction
costs, a difference of $300,000. Please clarify.

Response: The $1,800,000 is correct. The $1,500,000 is a typographical error.

A revised letter from the architect is present in Attachment 9.

10. Section C, Economic Feasibility, Item 2 - Please submit a revised letter from the
Bank of Texas which indicates the proposed loan amount.
Response: See Attachment 10

11. Section C, Economic Feasibility, Item 3 - Your response pertaining to the
construction cost per square foot is noted. HSDA construction costs are noted in
the table provided below from the “Applicant’s Toolbox” on the HSDA website.
Please clanl‘y the reason the applicant’s construction cost per square foot of
$185.00 is above the 3™ quartile for new construction.

Nursing Home Construction Cost Per Square Foot

Years: 2011 -2013

Renovated New Total
Construction Construction Construction
1% Quartile $25.00/sq ft $152.80/sq ft $94.55/sq ft
Median $55.00/sq ft $167.31/sq ft $152.80/sq ft



3" Quartile $101.00/sq e’ $176.00/sq ft SHE’?%EEMENTAL' 1

Source: CON approved applications for years 2011 through 2013

Response: As shown in this table, the estimated construction cost of $185 per square
foot is reasonable compared to other facilities recently build in Tennessee by Life
Care Centers of America. The proposed facility will be state-of-the-art with all
private rooms and is similar to the Ooltewah facility. Having all private rooms
increases the number of bathrooms in patient rooms which increases construction
costs. The HSDA new construction cost data base contains some projects from 2011.
Some of this data is approximately three years old and construction cost has increased
during this time. In summary, we feel the estimated construction cost of $185 is

reasonable when compared with similar projects.

October 24, 2014

2:56pm

Cost/sq
Facility Year Open Sq Ft Cost ft

Life Care Center of Hixson January-11 75,656 | $12,479,475 $165

Life Care Center of Hickory Woods October-11 79,338 | $13,893,821 $175

Life Care Center of Old Hickory
Village May-12 78,864 | $14,335,503 $182

Life Care Center of Rhea County March-13 66,240 | $11,079.,408 $167

Life Care Center of Ooltewah

February-13 | 75,562 | $14,264,609 $189

Life Care Center of Blount County construction 79,000 | $13,904,000 $176

Under

12.

13.

Note: Life Care Center of Blount County is under construction and the updated estimated cost is $176
per square foot.

Section C, Economic Feasibility, Item 4 (Historical Data Chart) - There appears
to be errors in the Total Operating Expenses columns for the years 2011-2013.
Also, the applicant incorrectly refers to page 31 in line D.9. Please make the
necessary corrections and submit a revised Historical Data Chart.

Response: See Attachment 12

Section C, Economic Feasibility, Item 4 (Projected Data Chart) - The Projected
Data Chart is noted. The HSDA is utilizing more detailed Historical and
Projected Data Charts. Please complete the revised Projected Data Chart
provided at the end of this request for supplemental information. Please note
that “Management Fees to Affiliates” should include management fees paid by
agreement to the parent company, another subsidiary of the parent company, or
a third party with common ownership as the applicant entity. “Management
Fees to Non-Affiliates” should also include any management fees paid by
agreement to third party entities not having common ownership with the
applicant. Management fees should not include expense allocations for support
services, e.g., finance, human resources, information technology, legal, managed
care, planning marketing, quality assurance, etc. that have been
consolidated/centralized for the subsidiaries of a parent company.

6
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Response: See Attachment 13

14. Section C, Economic Feasibility, Item 5 - The average gross charge, average
deduction from operating revenue and the average net charge per patient day
are noted. However, there appears to the calculation errors in year 2. Please
revise.

Response: The revised average gross charge, average deduction, and the average net
charge per patient day is presented is as follows:

Year 1 Year 2
Average Gross Charge $500.64 $532.79
Average Deduction $59.03 $103.26
Average Net Charge $441.61 $429.53

15. Section C, Economic Feasibility, Item 8 - The loss of $2.4 million dollars in Year
One of the proposed project is noted. In Year 3 of the proposed project, the
applicant will begin the year with a combined net loss of $2,280,975 from Year I
and Year 2 of the project. When does the applicant expect to break even with
this project? Also, please demonstrate the availability of cash for continued
operations while operating with net losses.

Response: The new facility is projected to have a positive cash flow in the 17th

month of operation, including management fees. A letter from DeCosimo, PPLC, the
firm's CPA stating funds are available for the startup of this facility is presented in
Attachment 17.

.

16. Section C. (Economic Feasibility) Item 9. - Please complete the following chart
for the first year of operation

o
Payor Gross Revenue {g of Total
evenues
Medicare $4,814,872 70%
Medicaid/TennCare $0 0%
Commercial insurance $1,468,014 21%
Self-Pay $ 574,364 8%
Other Misc. (Beauty/Barber, etc. | $ 5,000 1%
Total $6,862,250 100%

17. Section C, Economic Feasibility, Item 10 - Please provide the most recent audited
financial statements for Life Care Centers of America, Inc. with accompanying
notes, if available.

Response: As previously discussed in the application, Life Care is a privately held

company, and is not required by law to make its financial statements public. The

7
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information in our financial statement is confidential and sensilive in a number of

areas. A letter from DeCosimo and Company, PLLC, indication the apphcaﬁcﬁﬁbﬁfezg 5:-;014
pm

funds available for annual debt service required for this project, is present in

Attachment 17.

Please complete the following table for Life Care Centers of America, Inc.’s
capital projects for the past five years.

HISTORICAL 5-YEAR CAPITAL PROJECTS

CHART FOR LIFE CARE
State Total Project Date of
Facility Costs Completion
Cape Girardeau SNF MO $20,301,930.12 12/19/2013
Hickory Woods SNF TN $23,575,573.98 12/13/2011
Hixson SNF TN $18,827,656.05 12/16/2010
Old Hickory SNF TN $23,526,304.47 4/4/2012
Ooltewah SNF TN $24,955,534.92 12/5/2012
Rhea County SNF TN $21,900,675.96 1/23/2013
Stonegate SNF co $24,573,283.05 5/8/2012

18. Section C, Economic Feasibility, Item 11.a and 11.b. - The alternatives to this
project are noted. However, it appears the 2012 Occupancy Rates of the 4 Life
Care Nursing Homes in Hamilton County ranged from 71.5% to 84.5%. In
addition, the applicant plans to transition the existing patients of Life Care of
East Ridge to Life Care Center of Collegedale (licensed occupancy 71.5% in
2012), and will not be providing care to any Hamilton County nursing home
patients for almost 3 years. With this in mind has the applicant considered as an
alternative not rebuilding and closing Life Care of East Ridge?

Response: During 2012, the four Life Care Centers of America facilities had an
average occupancy rate of 78 percent. The applicant proposes to close 22 beds. If
these beds were closed in 2012, the average occupancy rate of these four facilities
would have been 82%. In 2012, 51 percent of the patients in these four facilities were
Level II (SNF) patients. These patients have a short length of stay (approximately 30
days). Because of this short length of stay, these facilities cannot operate at a high

occupancy rate as nursing homes treat primarily Level I patients.

During 2012, the 11 nursing homes in Hamilton County reported an average

occupancy rate of 85 percent. If East Ridge had not been open, this occupancy rate
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would have been 92 percent. There is an outstanding CON for 25 be ese beds

were open the utilization would have been 91 percent. October 24, 2014
2:56pm

The over 60 years of age population in Hamilton County is rapidly increasing.

Between 2012 and 2017, this population is expected to increase from 74,915 to

84,904 (being a 13.3 percent increase). The bed need methodology shows a need for

895 additional nursing home beds in Hamilton County in 2016.

Life Care Center of East Ridge is needed and the need will grow in the future.

Closing the facility would be contrary to the best interests of the community.

.Section C. Orderly Development, Item 2 -The applicant states Level 1
patients will be encouraged to transfer to Life Care Center of Collegedale.
What is the current capacity and occupancy at the Life Care Center of
Collegedale?

Response: Life Care Center of Collegedale contains 124 licensed beds. The census

today shows 95 patients. Year-to-date in 2014, Life Care Center of East Ridge had an
average census of 18.5 Level I (NF) patients. Beds will be available for the patients
to be transferred from Life Care Center of East Ridge to the Collegedale facility.

. Section C. Contribution to the Orderly of Health Care, Item 3 -Please clarify ;f
the 18 physical therapists and 12 occupational therapists include aides and
assistants. If so, please break-out the totals.

Response: The 18 physical therapists include 8 registered physical therapists and 10
physician therapy aides. The 12 occupational therapists include 5 registered

occupational therapists and 7 occupational therapists.

Please clarify why Social Workers and Recreational Therapists were not
included in the anticipated staffing pattern.
Response: The staffing includes 2 social workers and 1 recreational therapists. They

included in the total staffing, but omitted from the clinical staffing.

Please clarify why the applicant needs more staff for a smaller facility.
Response: The average daily census is expected to increase in the new facility. The

average daily census year to date is 55.3 and is expected to increase to 71.1 in the

second year of operation. The current staffing is 106 FTEs and is expected to increase
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to 120 FTEs, during the second year of operation. Current staf&g is FJ’ZE‘M:'.S per
patient day (106 FTEs/55.3) and is expected to decrease to 1.69 FTEs per f¢éob@r24, 2014
2:56pm
(120 FTEs/71.1) or a decrease of 12 percent. P

Section C. Contribution to the Orderly of Health Care, Item 7.b -Please clarify if
there has been any Joint Commission surveys conducted since May 2012. If so,
please provide a copy.

Response:

No. Joint Commission surveys are only performed every three years.

Project Completion Forecast Chart - It appears the apphcant incorrectly
antlclpated the commencement of the building construction in January 2015.
Please revise and resubmit a Project Completion Forecast Chart.

Response: See Attachment 22

10
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ATTACHMENT 2
CMS BULLETIN
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DEPARTMENT OF HEALTH & HUMAN SERVICES B
Centers for Medicare & Medicaid Services
7500 Security Boulevard, Mail Stop S2-26-12 C M s

Baltimore, Maryland 21244-1850
CINTERS FOR MIDICARE & MELRCAID SERVICES

CMCS - MMCO - CM Informational Bulletin

Date: June 7, 2013

From: Cindy Mann, Director
Center for Medicaid & CHIP Services (CMCS)

Melanie Bella, Director
Medicare-Medicaid Coordination Office (MMCO)

Jonathan Blum, Director

Center for Medicare (CM)
Subject: Payment of Medicare Cost Sharing for Qualified Medicare Beneficiaries
(QMBs)

This Informational Bulletin provides information for state Medicaid agencies and other interested
parties regarding the treatment of claims for Medicare cost sharing for Qualified Medicare
- Beneficiaries (QMBs). The Bulletin also reminds states of the statutory requirement to process
Medicare cost-sharing claims for QMBs from Medicare-certified providers, and to be able to
document proper processing of such claims. This Informational Bulletin is provided as a companion
to communications on this topic to Medicare providers in the form of a Medicare Learning Network
Matters article, and a CMCS Informational Bulletin published in 2012, which are available

at: http://www.cms.gov/MLNMattersArticles/Downloads/SE1128.pdf:

and http://www.medicaid.gov/Federal-Policy-Guidance/downloads/CIB-01-06-12.pdf.

State Medicaid agencies have a legal obligation to reimburse providers for any Medicare cost
sharing that is due for QMBs according to the state’s CMS-approved Medicare cost-sharing
payment methodology. State Medicaid Management Information Systems (MMIS) must process
all Medicare “crossover” claims (claims that include primary payment from Medicare) for
QMBs, including Medicare-adjusted claims that are submitted by Medicaid-enrolled providers,
even if a service or provider category is not currently recognized in the Medicaid State Plan.
States must furnish all Medicare-enrolled providers, including out-of-state providers, with a
means by which they can enroll in the Medicaid program for purposes of having such claims

processed.
Statutory Authority for Payment of QMB Cost-Sharing Amounts

Section 1902(a)(10)(E) of the Social Security Act (hereinafter “the Act”) directs state Medicaid
agencies to reimburse providers for QMB cost-sharing amounts [as defined in §1905(p)(3)],
“without regard to whether the costs incurred were for items and services for which medical
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assistance is otherwise available under the plan.” (emphasis added). Section 1902(n)(2) of the
Act does permit the state to limit payment for QMB cost sharing to the amount necessary to
provide a total payment to the provider (including Medicare, Medicaid, required nominal
Medicaid copayments, and third party payments) equal to the amount a state would have paid for
the service under the State Plan. When the crossover claim is for Medicare-covered services that
are not included in the Medicaid State Plan, the state is still liable to pay the crossover claim, but
may establish reasonable payment limits, approved by CMS, for the service.

The actual crossover payment made to a provider by Medicaid (plus the QMB’s personal liability
for any nominal copayments under Medicaid, if applicable) is considered payment-in-full for
Medicare deductibles and coinsurance.

Impermissible Balance Billing of QMBs

Providers are strictly prohibited under §1902(n)(3) of the Act from seeking to collect any
additional amount from a QMB for Medicare deductibles or coinsurance (other than nominal
Medicaid copayments, as mentioned above), even if the Medicaid program’s payment is less
than the total amount of the Medicare deductibles and coinsurance.

Possible Causes of Impermissible Balance Billing of QMBs

CMS believes that some instances of impermissible balance billing of beneficiaries occur when
Medicare-certified providers are unable to obtain reimbursement or an 835 Health Care Payment
and Remittance Advice (RA) for QMB cost-sharing claims from the state Medicaid program.

Repeated reports of QMB crossover claims not being processed in state MMIS systems prompt
us to remind states of their claim processing obligations under federal law. We are aware of

situations typically occurring when:

o the Medicare-certified provider submitting the claim is not enrolled with the state
Medicaid agency; or

e the MMIS does not recognize the provider identifier; or

e the service is covered by Medicare, but not included in the Medicaid State Plan; or

e the provider type is recognized by Medicare, but not by the state Medicaid program; or
e the service is provided by an out-of-state provider.

For each of the situations listed above, CMS has received reports that Medicare-certified
providers may not be receiving adjudication of their claim for Medicaid liability, or may not be
receiving subsequent notification through the standard RA, as required under the Health
Insurance Portability and Accountability Act of 1996 (HIPAA). There may be isolated instances
of a state MMIS rejecting a QMB crossover claim because the individual provider has been
suspended from participation in the Medicaid program, but continues as a Medicare-certified
provider. Even in this circumstance, the state is required to permit the provider to enroll for the
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limited purpose of obtaining adjudication of the QMB cost-sharing amount.

State Medicaid Programs’ Claims Processing Obligations

All states maintaining a federally-certified MMIS funded under §1903(a)(3) of the Act are
required—as an express condition of receiving enhanced federal matching funds for the design,
development, installation and administration of their MMIS systems—to process Medicare
crossover claims, including QMB cost sharing, for adjudication of Medicaid cost-sharing
amounts, including deductibles and coinsurance for Medicare services, and to furnish the
provider with an RA that explains the state’s liability or lack thereof,

Specifically, §1903(a)(3)(A)() of the Act requires MMIS systems to demonstrate full
compatibility with the claims processing and information retrieval systems utilized in
administration of the Medicare program. Instructions contained in CMS’s State Medicaid
Manual (SMM), Part 11, §11325 reinforce the requirement of the MMIS system to (1) record
Medicare deductibles and coinsurance paid by the Medicaid program on crossover claims, (2)
provide a prompt response to all inquiries regarding the status of the crossover claim, and (3)
issue remittance statements to providers detailing claims and services covered by a given
payment at the same time as payment, including remittance statements for zero payment
amounts. The state must be able to document that it has properly processed all claims for cost-
sharing liability from Medicare-certified providers to demonstrate compliance with

§§1902(a)(10)(E) and 1902(n)(1) & (2) of the Act.
Services Not Covered by the Medicaid State Plan

As noted earlier in this Informational Bulletin, a Medicaid agency’s obligation to adjudicate and
reimburse providers for QMB cost sharing exists even if the service or item is not covered by
Medicaid, irrespective of whether the provider type is recognized in the State Plan and whether
or not the QMB is eligible for coverage of Medicaid state plan services. For Full Benefit Dual
Eligibles who are not eligible as QMBs, a state may elect to limit coverage of Medicare cost
sharing to only those services also covered in the Medicaid State Plan.

Provider Enroliment

The state may require Medicare-certified providers to execute a Medicaid provider agreement
and enroll in the state’s Medicaid program in order to submit claims for reimbursement of QMB
cost sharing, but the state should have a mechanism to ensure that providers who enroll only for
that purpose are not included in lists of providers available to other beneficiaries. Alternately, a
state may utilize a simplified, limited-purpose enrollment process for Medicare providers seeking
to enroll in Medicaid for the sole purpose of claiming Medicare cost-sharing reimbursement
while in compliance with the provider screening and enrollment requirements included in the
CMCS Informational Bulletin issued December 23, 2011 (http://www.medicaid. pov/Federal-
Policy-Guidance/downloads/CIB-12-23-11.pdf). As noted above, however, regardless of the
specific enrollment mechanism chosen, states must enable all Medicare-enrolled providers,
including those who are out-of-state, some mechanism by which they can get the state to process
their Medicare crossover claims, including claims for QMB cost sharing.
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Summary

Therefore, in circumstances where a provider has submitted a claim to Medicaid for processing
in accordance with the timely filing provisions of 42 CFR §424.44; and the provider has
executed the necessary provider agreement according to a state’s procedures for provider
enrollment, the state must process the claim in accordance with the timely claims processing
provisions of 42 CFR §447.45 and must issue the provider an RA for those claims as required by

the SMM.
CMS Technical Assistance Is Available
CMS will provide technical assistance to states in:
* understanding state Medicaid agency liability for Medicare cost sharing;

* modifying or enhancing the MMIS to permit proper processing of QMB crossover
claims; and

e enrolling providers for the limited purpose of processing Medicare cost-sharing
crossover information, or developing alternative methods to identify these Medicare

providers in the MMIS.
States should contact the CMS Regional Office to request technical assistance.

For further information concerning state Medicaid agency liability for Medicare cost sharing,
please contact Nancy Dieter, Technical Director for Coordination of Benefits and Third Party
Liability, Division of Integrated Health Systems, at 410-786-7219 or Nancy.Dieter@cms.hhs.gov.
For further information concerning MMIS requirements, please contact your CMS Regional Office
or George Patterson, Health Insurance Specialist, Division of State Systems, at 410-786-4609

or George.Patterson(@cms.hhs.gov.
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Joseph Decosimo and Company, PLLC Renee B. Ford, CPA .
D E ‘ O S IM O Tallan Building Principal 2: 56pm
Suite 800 - Two Union Square T: 423.756.7100

CERT‘HED P UBUC ACCOUNTANTS cbuﬂamm' TN 37402 F: 423.756.05]0
‘ www.decosimo.com E: reneeford@decosimo.com
o inchpencloe fim aseocied with
MOORE STEPHENS

INTERNATIONAL LIMITED

October 6, 2014

Mr. Mark Farber

Health Services and Development Agency
State of Tennessee

Nashville, Tennessee

Dear Mr. Farber:

Joseph Decosimo and Company, PLLC is the independent accounting firm engaged by Life Care Centers of
America, Inc. and its consolidated entities ("the Companies") to conduct an audit of the Companies' consolidated
balance sheet and related statements of income, deficit and cash flows. We have conducted such an audit for several
years, most recently as of December 31, 2013, the last year for which an audit of the ~Companies has been
completed. Our audit was conducted in accordance with auditing standards generally accepted in the United States

of America, as is more fully set forth in our audit report.

From our audits of the Companies, we are aware that from time to time Life Care Centers of America, Inc. has
purchased land, constructed and leased nursing facilities. Life Care Centers of America, Inc. informs us that it has
applied to the State of Tennessee for a certificate of need in connection with the relocation of a skilled nursing
facility in Hamilton County, with a total estimated cost of approximately $24.875 million. We understand that the
relocation costs are to be bank-financed over five years, requiring total principal and interest payments of
approximately $995,000 per year and a balloon payment of approximately $23.9 million which will be refinanced.
Management has also informed us that Life Care Centers of America, Inc. anticipates having several new skilled
facilities under construction and in the fill-up stages during 2014 and 2015, requiring approximately $7.5 - $8.5

million of operating capital of the Companies.

We have been asked to provide you with the following information from the Companies' audited financial
statements. The net cash flows from operating activities in each of the three years ended December 31, 2011, 2012,
and 2013, as stated in the Companies' consolidated statements of cash flows, were substantially in excess of the
estimated operating capital needed for the planned new skilled facilities under construction and the annual debt

service requirements of the East Ridge, Hamilton County facility, as indicated above.

Very truly yours,

oSl

Renee B. Ford, CPA
For the firm

RBF/sb

Local values. Regional firm. National recognition.
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STATE OF TENNESSEE

COUNTY OF BRADLEY

NAME OF FACILITY: LIFE CARE CENTER OF EAST RIDGE

[, Cindy S. Cross. after first being duly sworn, state under oath that | am the applicant
named in this Certificate of Need application or the lawful agent thereof, that | have

reviewed all of the supplemental information submitted herewith, and that it is true,

accurate, and complete.
" Life iare Eenters}?@w

CmdyS ross, Assistant Secretary

Sworn to and subscribed before me, a Notary Public, this the 23rd day of October, 2014,
witness my hand at office in the County of Bradley, State of Tennessee.

fBe s O oot

NOTARY PUBLIC

My commission expires February 7, 2017. i,
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October 30, 2014

VIA HAND DELIVERY

Phillip Earhart

Health Services Development Examiner
Health Services & Development Agency
Andrew Jackson Building, 9" Floor

502 Deaderick Street

Nashville, TN 37243

RE: Certificate of Need Application CN1410-044
Life Care Center of East Ridge

Dear Mr. Earhart:

Attached, in triplicate, is the response to request for supplemental information in
connection with the project referenced above.

Very truly yours,

BUTLER SNOW LLP

Dan H. Elrod
clw
Attachments
cc: Cindy Cross
The Pinnacle at Symphony Place Dan H. ELroD T 615.651.6700
150 3rd Avenue South, Suite 1600 615.651.6702 F 615.651.670!1
Nashville, TN 37201 dan.elrod@butlersnow.com www. butlersnow.com

23278182v1

BuTLErR SNow LLP
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LIFE CARE CENTERS OF AMERICA
dba LIFE CARE CENTER
OF EAST RIDGE

SUPPLEMENTAL INFORMATION 2

CERTIFICATE OF NEED

APPLICATION CN1410-044
OCTOBER 30, 2014
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1. Section B, Project Description, Item I - The applicant states there are
approximately 18 Level I (SNF) patients in the current facility. Please clarify if
the applicant meant to state 18 Level I (NF) patients.

Response: The applicant did mean to state 18 Level I (NF) patients are in the facility.

2. Section C. Need 1l.a. (Service Specific Criteria-Construction, Renovation,
Expansion, and Replacement of Health Care Institutions) (2) (a.) - The
comparison of the cost of the renovation project to the cost of the replacement
projects in cost per bed terms is noted. However, it appears the cost per bed is
$137,380. Please clarify.

Response: The correct cost for new construction is $137,380.  The corrected
comparison of new construction and renovation is presented in the following table.

Construction Cost per

Beds Cost Bed
New Construction 108 $14,837.000 $137,380
Renovation 119 $16,292,080 $138,068

3. Section C, Economic Feasibility, Item 1 (Project Cost Chart) - In the
supplemental response the applicant states the site will require significant fill to
be imported to raise the finish floor level 4-6 feet above the 100 year flood level.
Please address the following in relation to the 100 year flood level:

o Please clarify if the current building site will meet current Hamilton
County/FEMA floodplain requirements.

Response: The site will meet Hamilton County/FEMA floodplain
requirements. Portions of the site are currently approximately four feet
below the 100 year flood level. These areas of the site will be filled to
raise them above the 100 year floodplain.

o Please clarify why the new site is now needed to be elevated 4-6 feet
while it appears the former site was not.

Response: Code requires the finish floor of our proposed facility to be
above the 100 year flood plain level. Based on a survey from 2010,
portions of the proposed location for the new facility are on a section of
the property that is approximately four feet below the 100 year flood level.
Due to this, we have included costs to raise this area in our budget.

o Please define a 100 year floodplain level.

Response: The 100 year flood plain level is determined by FEMA. The
flood plain is an area determined to be covered with standing water as a
result of a flooding event predicted by FEMA to occur no more than once
every one hundred years. It is at an elevation above sea level, and varies
from area to area. FEMA maintains records and maps of flood plains and
floodways. As indicated on the FEMA maps for this site, the 100 year
flood level is 682 feet above sea level. A survey of the site showing the
contours of the land is required to determine which areas of a site are
above or below this elevation.
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o Has the existing nursing home ever flooded?
Response: No. The existing nursing home has never flooded.

. Please clarify if all of the 14.6 acres are included in the 100 year
floodplain level. If not, what is the designation of the remainder?

Response: Until the final site plans and civil engineering drawings are
complete, the total acreage of land below the 100 year flood level that will
require fill cannot be determined. Regardless of what is required, it is our
company’s preference to raise the building, driveways, and parking areas
several additional feet above the minimum elevation set by FEMA.

o If a 100 year flood occurs, will access roads be built for the safe
evacuation of patients?

Response: Due to our company’s plans to raise the building, driveways,
and parking areas several additional feet above the minimum required
elevation set by FEMA, and the fact that the adjacent public roadways and
interstate are also above this minimum elevation, a safe evacuation route
will be provided.

4. Section C, Economic Feasibility, Item 4 (Historical Data Chart) - There appears
to be an error in the Total Operating Expenses column for the year 2013. The
total should be $11,373,294 not $11,379,294. Please revise.

Response: See Attachment 4

5. Section C, Economic Feasibility, Item 5 - The average gross charge, average
deduction from operating revenue and the average net charge per patient day
are noted. However, there appears to the calculation errors in year 2 for the
average deduction. Please revise.

Response: The revised Projected Data Chart in the supplemental information
contained several errors. Another revised Projected Data Chart is presented in
Attachment 5. The average deduction from operating revenue and the average net
charge per patient was determined using this revised chart and is presented in the
following table. The data is the same as presented in the previous submittal of
supplemental information.

Year 1 Year 2
-Average Gross Charge- - $500.64 — | ——$532.79 -
Average Deduction $59.03 $103.26
Average Net Charge $441.61 $429.53

6. Section C, Economic Feasibility, Item 10 - Life Care’s refusal to submit financial
statements is noted. Audited financial statements with accompanying notes are
used to demonstrate the financial feasibility of a project. They are especially
important when an applicant has multiple projects under construction. More
information is needed to determine whether this project is financially feasible.
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Bank of Texas Senior Vice President Bianca Andujo’s funding letter indicates
the $24,874,400 project will be funded by a 100% bank loan over a 5 year
period with interest only payments during construction and lease up. The letter
noted a current interest rate of 4%.

Decosimo CPA Renee B. Ford’s October 6, 2014 letter notes the project will be
bank-financed over five years, requiring total principal and interest payments
of approximately $995,000 per year and a balloon payment of approximately
$23.9 million which will be refinanced. Ms. Ford’s letter also notes the net cash
flows from the 2011-2013 audited financial statements were substantially in
excess of the debt service of the operating capital needed for East Ridge and the
approximately $7.5-8.5 million for the several new skilled facilities under
construction and in fill-up stages during 2014-2015.

1) Please provide more detailed information regarding the number and
location of projects currently under construction and the total debt
service associated with those projects.

Response: Currently, five new facilities are in the fill-up stages and one
facility is under construction. The debt service per month for the project
under construction is presented in the following table.

Project Debt Service
: Per month
Life Care Center of Blount Count, Maryville, TN $62,500

2) Please address the details regarding the proposed refinancing of the
23.9 million balloon payment. Will interest only payments be required
during construction and lease up or will the $995,000 annual payment
include principal and interest?

Response: Life Care Centers of America will lease the building from East
Ridge Medical Investors, LLC and this entity will finance the project by a
bank loan. During the term of the loan (5 years) the landlord will make
annual payments of approximately $995,000 per year. This amount is
interest only and does not include principal.

3) Will the $995,000 be paid each year for S years plus the 23.9 million
balloon payment or will it be paid for 4 years plus the balloon
payment?

Response: The interest payments will be paid for 5 years with the balloon
payment being made at the end of the term of the loan.

4)  Since the balloon payment is to be refinanced, what is the true cost of
the replacement facility?




5)

6)
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Response: The facility will be leased by the applicant/licensee for an
initial term of 10, years. Since the total of payments for the initial 10-year
term of the lease is less than the construction costs, the project cost for
CON purposes is $24,874,400 as presented in the Project Cost Chart.

How many of Life Care’s previous projects have been financed in this
manner?

Response: All recent projects that were financed, were financed in a
similar manner.

Please submit documentation that Life Care has the financial
resources to operate this project. As previously indicated, recent
audited financial statements with accompanying notes are requested
as a way to demonstrate financial feasibility.

Response: Life Care Centers of America, Inc. (“LCCA”) is privately
owned and its financial statements are confidential. The Agency has not
previously required LCCA and its affiliates to provide audited financial
statements in other Certificate of Need applications. Most of these
applications included a letter from DeCosimo and Company similar to the
letter included in the submitted supplemental information. In other
applications a letter was submitted from DeCosimo and Company
presenting three financial ratios (current ratio, debt service coverage ratio,
and long-term debt to capitalization ratio) which were used by the Agency
to evaluate the financial feasibility of the project.

A letter from DeCosimo and Company containing these updated ratios is
presented in Attachment 6. These ratios demonstrate LCCA’s financial
ability to complete and operate this proposed project. It currently operates
approximately 230 nursing facilities in 28 states. In LCCA’s 38 years of
operation, it has never been unable to complete a project due to a lack of
financial resources.
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ATTACHMENT 6
DECOSIMO LETTER

10
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Joseph Decosimo and Company, PLLC
M Suite 1100 - Two Union Square
Chattanooga, TN 37402

CERTIFIED PUBLIC ACCOUNTANTS www.decosimo.com

To Management
Life Care Centers of America, Inc. and Consolidated Entities

Cleveland, Tennessee

We have performed the procedures enumerated below, which were agreed to by Life Care Centers of America,
Inc. and consolidated entities (the Company) solely to assist you in connection with the calculation of certain
ratios, which are attached hereto, derived from the audited financial statements of Life Care Centers of America,
Inc. and consolidated entities for 2013, which were audited by us. We understand these ratios have been
requested by the Tennessee Health Services and Development Agency in connection with your application for a
Certificate of Need for Life Care Center of East Ridge.

This agreed-upon procedures engagement was conducted in accordance with attestation standards established by
the American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of those parties specified in this report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which this report has been requested or

for any other purpose.
The procedures we performed and the associated findings are as follows:

1. Obtain calculations of certain financial ratios as listed below prepared by management of Life Care
Centers of America, Inc. as of December 31, 2013, and compare the amounts used in these calculations
to the appropriate balances and amounts reported in the audited financial statements of Life Care
Centers of America, Inc. and consolidated entities for 2013, which were audited by us.

° Current ratio
o Debt service coverage ratio
° Long-term debt to capitalization ratio

These procedures were performed without exception.

2. Recalculate the ratios prepared by management and report any differences noted between management's
calculations and our calculations.

As a result of our procedures, we noted no differences between our calculations and those prepared by
the Company, which are included in the attached schedule.

We were not engaged to and did not conduct an audit, the objective of which would be the expression of an
opinion on the calculation of the ratios. Accordingly, we do not express such an opinion. Had we performed
additional procedures, other matters might have come to our attention that would have been reported to you.
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This report is intended solely for the information and use of the board of directors and management of Life Care
Centers of America, Inc. and consolidated entities, in connection with its application for a Certificate of Need
for Life Care Center of East Ridge, and is not intended to be and should not be used by anyone other than these
specified parties.

ok sl 4

Chattanooga, Tennessee
October 30, 2014
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Financial Ratios Required for East Ridge CON Application
Life Care Centers of America, Inc. and Consolidated Entities

December 31, 2013

Current Ratio - 2.15

2.06

Debt Service Coverage Ratio - 1.53

Long-Term Debt to Capitalization Ratio -

After removing current maturities of long-term debt expected
to be refinanced from total current liabilities in the calculation

Including current maturities of long-term debt expected to be
refinanced in total current liabilities in the calculation

This calculation was not made, since Life Care centers of
America, Inc. is a privately owned company whose
capitalization is limited to $3,000 of common stock and
$907,404 of additional paid in capital. Variable interest entities
which are included in the consolidated balance sheet have
minimal capitalization and have negative equity due to
withdrawals by the partners. Most of the capital required by an
entity during fill-up is provided through loans from the
partners. Thus, the Long-Term Debt to Capitalization ratio
would not be meaningful as it relates to Life Care Centers of
America, Inc.
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STATE OF TENNESSEE

COUNTY OF BRADLEY

NAME OF FACILITY: LIFE CARE CENTER OF EAST RIDGE

I, Cindy S. Cross. after first being duly sworn, state under oath that | am the applicant
named in this Certificate of Need application or the lawful agent thereof, that | have

reviewed all of the supplemental information submitted herewith, and that it is true,

Life C ?nters of Ameri

By

accurate, and complete.

Cindy S. Cigss, Assistant Secretary

Sworn to and subscribed before me, a Notary Public, this the 30th day of October, 2014,

witness my hand at office in the County of Bradley, State of Tennessee.

9&0%’@%%@

NOTARY PYUBLIC

My commission expires February 7, 2017.

ﬁ_‘ﬂ‘v:e.ﬁ‘h\““

HF-0043 = R!CH N
£ Ol

Revised 7/02 2% STATE 0%
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Life

Bt

re 3001 Keith Street, NW / P.O. Box 3480 / Cleveland, Tennessee 37320-3480
Centers (423) 472-9585 | WWW.LCCA.COM

of America

November 17, 2014
VIA FEDERAL EXPRESS

Philip M. Earhart

HSD Examiner

Health Services and Development Agency
Andrew Jackson Building

9% Floor, 502 Deaderick Street

Nashville, TN 37243

Re: Certificate of Need Application CN1410-044
Life Care Center of East Ridge

Dear Mr. Earhart:

This letter is to provide the Health Services and Development Agency (the “Agency”) with
additional information in the two areas identified in your letter dated November 12, 2014:

1. Section C, Economic Feasibility, Item 10

As additional background and clarification, the Applicant should have pointed out at the outset that
no audited financial statement exists for Life Care Centers of America, Inc., the applicant for this
CON and current operator of the facility known as “Life Care Center of East Ridge.” Rather, the
only audited financial statement issued — which is prepared by Decosimo Certified Public
Accountants — is a consolidated audited financial statement aggregating the finances of some 216
nursing facilities and 20 retirement and assisted living facilities in 28 states.

Because of the consolidated nature of the financial statement, an examination of the audited
consolidated financial statement would not reveal any specific, separate or itemized information
about the finances of either Life Care Centers of America, Inc. alone or Life Care Center of East
Ridge alone. In other words, the audited financial statement includes the assets, liabilities, revenues
and expenses of Life Care Center of East Ridge but simply lumps them in with the aggregated total
of assets, liabilities, revenues and expenses of the remaining 215 nursing facilities and 20 retirement
and assisted living facilities.

As noted in its earlier submissions, as a privately owned company the Applicant does have privacy
concerns about making publicly available consolidated financial information that has never been
publicly released. Such information has never been filed in any other certificate of need or similar
regulatory filing in any of the 28 states the Applicant or its affiliates do business. To the extent that
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lenders request and receive the information, they do so with the protections afforded by federal and
state banking and privacy laws, e.g. 12 CFR Part 216; TCA 45-10-101 et seq. Lenders have a
statutory obligations to keep such information confidential. Regrettably, the statutes governing the
Agency or its rules provide no such protection.

The Applicant does believe it has and can demonstrate to the Agency that this project is
economically feasible. It has operated the facility successfully for almost 40 years and has
previously outlined in detail the anticipated construction costs as well as the anticipated revenue and
expenses of the new facility. The Applicant has previously provided in response to the first

request for supplemental information In addition to the historical 5 year chart itemizing the major
capital projects of the Applicant and its affiliates — which total over $157 Million. Following are the
Tennessee projects alone for approximately the last 10 years, which total over $270 Million:

Facility Total Project Costs Certificate of Occupancy
Cleveland ALF/ILF  $38976,627 05/05/2006
Cleveland Patio Homes $13,194.417 02/10/2010
Collegedale SNF Addition & Remodel $17,073,875 04/06/2011
Gray SNF $2,707,131 2006-2007
Greenbriar Cove $40,749,556 07/15/2009
Hickory Woods ALF $22,401,317 09/22/2014
Hickory Woods SNF $23,575,574 12/13/2011
Hixson SNF $18,827,656 12/16/2010
Old Hickory SNF $23,526,304 04/04/2012
Ooltewah ALF $23,888,300 06/11/2014
Ooltewah SNF $24,955,535 12/05/2012
Rhea County SNF $21,900,676 01/23/2013
Sparta SNF ) $7,993,969  08/10/2000

Total: | $279,770,937.00 |

The Applicant would respectfully point out that a CON was required for many of the above projects;
the Agency approved all of those without requiring an audited financial statement of the respective
applicants. None of the projects undertaken by the applicant or its affiliates have been abandoned
because of lack of financing or capital. The financing of this project is in place based on the
Applicant’s financial strength.

While the statutes and rules governing the Agency of course require examination of the economics of
proposed projects, neither the statues nor the Agency’s rules require any particular format for such a
presentation or an audited financial statement. See T.C.A. 68-11-1607; TN Rules & Regulations
0720-11-.01.
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We understand that many applicants may find it beneficial to submit an audited financial statement,
but the concerns expressed above, in the applicant’s view, outweigh the benefit of an audited
financial statement. The Applicant is prepared to incur the risks of presenting its application without
the benefit of an audited financial statement.

As requested, please note the following information with regard to the pending litigation matter.

Forrest L. Preston is the sole shareholder of Life Care Centers of America, Inc. (“Life Care”). Life
Care has been named in the following lawsuits which have now been consolidated in the United States
District Court for the Eastern Division of Tennessee:

United States of America, ex rel. Glenda Martin v. Life Care Centers of America, Inc.
Case No.: 1:08-CV-251

Court: United States District Court Eastern District of Tennessee at Chattanooga

Date Filed: United States' Consolidated Complaint in Intervention filed November 28, 2012
(Original Complaint filed October 16, 2008)

United States of America, ex rel. Tammie Taylor v. Life Care Centers of America, Inc,
Case No.: 1:12-CV-64

Court: United States District Court Eastern District of Tennessee at Chattanooga

Date Filed: United States' Consolidated Complaint in Intervention filed November 28, 2012
(Original Complaint filed June 25, 2008)

Life Care believes that it has substantial defenses to the allegations and intends to vigorously defend
itself in the civil litigation.

In addition, I would note that amount paid in state and federal penalties assessed against Life Care
Center of East Ridge since January 1, 2011 is $195,715. This penalty was assessed as a civil monetary
penalty in connection with the facility’s 10/18/2011 survey.

The Applicant respectfully requests that its Application be deemed complete and it would welcome

the opportunity to demonstrate to Agency that this would be a successful, and
economically feasible, project.

Sincerely, Q_M)
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STATE OF TENNESSEE

COUNTY OF BRADLEY

NAME OF FACILITY: LIFE CARE CENTER OF EAST RIDGE

I, Cindy S. Cross. after first being duly sworn, state under oath that | am the applicant
named in this Certificate of Need application or the lawful agent thereof, that | have
reviewed all of the supplemental information submitted herewith in the attached letter,
and that it is true, accurate, and complete.

Life Cdare Cknters of America—nc.

. By:
Cindy S}ﬁ:nss, Assistant Secretary

Sworn to and subscribed before me, a Notary Public, this the 17th day of November, 2014,

witness my hand at office in the County of Bradley, State of Tennessee.

R0 /(o

NOTARY PUBYZ"

My commission expires February 7, 2017.

H F- . '-.n'-"-\‘;""'-‘ir"\ g
e £ RICH,

\\‘
:‘*2‘ et "0-..0 .. f

Revised 7/02 :Q,c"".sTATE %0, O ‘0‘
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t 3001 Keith Street, NW / P.O. Box 3480 / Cleveland, Tennessee 37320-3480
Cen ers (423) 472-9585 | WWW.LCCA.COM

of America

December 11, 2014
VIA FEDERAL EXPRESS

State of Tennessee

Health Services and Development Agency
Andrew Jackson Building

502 Deaderick Street — 9" Floor
Nashville, Tennessee 37243

ATTN: Phillip M. Earhart
HSD Examiner

RE: Certificate of Need Application CN1410-044
Life Care Center of East Ridge

Dear Mr. Earhart:

Please find enclosed, in triplicate, the Supplemental Information requested in connection
with Certificate of Need Application CN1410-044 for the proposed Relocation for the
above referenced project. Cindy Cross is currently out of the office, and, in light of the
upcoming deadlines, this Supplemental Information is being submitted in her absence.

Thank you in advance for your assistance. If you should have any questions, please
contact me at (423) 473-5868.

(humorde

Joan E. Thurmond
Legal Assistant

Singerely,

JET/jes
Enclosure

cc: Cindy S. Cross
Richard McAfee
Ed Day
Dan Elrod, Esquire

I\CORRESCC\CORRESLA\2014 Corres\DECEMBER\Phillip Earhart (East Ridge Repl CON Suppl ) 11.doc
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LIFE CARE CENTERS OF AMERICA
dba LIFE CARE CENTER
OF EAST RIDGE

SUPPLEMENTAL INFORMATION 4

CERTIFICATE OF NEED

APPLICATION CN1410-044
DECEMBER 11, 2014
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1. Section A.6 (Site Control)
It is noted Life Care Centers of America, Inc., is planning to lease the
premises from lessors East Ridge Medical Investors, LL.C. Please provide
control of the site by providing a deed documenting the three LL.Cs East
Ridge Medical Investors, LLC, East Ridge Retirement Investors, LL.C and
Fincher Real Estate Investors, LL.C owns the property.

Response:
Attached please find copies of the deeds recorded in the Hamilton County Register’s

Office, Hamilton County, Tennessee, documenting the property ownership and site
control:

2. Section C, Economic Feasibility, Item 10
In Supplemental #2 it is noted East Ridge Medical Investors, LLC will
finance the proposed project by a bank loan. Please provide the latest
balance sheet and income statement as well as the most recent audited
financial statements with accompanying notes from East Ridge Medical -
Investors which documents the LLC has the financial resources to finance
the proposed project.

Response: »
No audited financial statement exists or has ever been prepared for East Ridge:
Medical Investors, LLC.

Attached are the current internal balance sheet and income statement for East Ridge
Medical Investors, LLC.

In reviewing the attached, it should be kept in mind that Life Care Center of East
Ridge is currently financed through a lender with a guarantee provided by U.S.
Department of Housing and Urban Development (“HUD”). Accordingly, the
ownership and lease structure of the facility have been organized in accordance with
HUD guidelines. East Ridge Medical Investors, LLC. is currently the lessor of the
property and not the operator of the facility.

Please clarify why the funding letter form the Bank of Texas is addressed
to Life Care Centers of America, Inc. rather than East Ridge Medical
Investors, LLC.

Response:

The letter was addressed to Life Care Centers of America, Inc. and Forrest L.
Preston. Life Care Centers of America, Inc. is affiliated with East Ridge Medical
Investors, LLC, through common ownership by Mr. Preston, who is the Chairman,
Chief Executive Officer and sole shareholder of Life Care Centers of America, Inc.
As is indicated by the stated purpose and content of the letter, the Bank of Texas has
sent the letter proposing 100% financing of the replacement of the facility known as
Life Care Center of East Ridge.

Please clarify which entity will be responsible for the $23.9 million balloon
payment.

Response:
As for which entity would be responsible for paying the $23.9 million obligation and
balloon payment to Bank of Texas, assuming the final loan documents are structured

1
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The 2 pending Life Care Centers of America, Inc. lawsuits in the United
States District Court for the Eastern Division of Tennessee is noted.
However, as requested in supplemental #3, please provide an overview of
the allegations, status, and its possible impact upon the financial outlook of
Life Care Centers of America, Inc.

Response:

The two consolidated pending lawsuits date back from an investigation that started in
March 2008 into rehabilitation services provided by certain therapists at certain
facilities owned, operated or managed by Life Care Centers of America, Inc. It was
later revealed that the investigation arises out of Federal False Claims Act actions
filed under the statute’s qui tam provisions. In general, the lawsuits claim that certain
LCCA therapists provided rehabilitation therapy to Medicare beneficiaries at a level
that was not medically reasonable or necessary, or did not constitute skilled therapy
under applicable Medicare guidelines, allegedly causing certain patients to be
improperly classified at higher levels for reimbursement purposes. While an adverse
verdict could be material, LCCA believes that it has substantial defenses to the
allegations and has been and intends to vigorously defend itself. Discovery is
ongoing in the cases, and no trial date for the consolidated lawsuits has been set. As
the effect of any outcome cannot be reasonably estimated, no provisions -have been
made in the financial statements for Life Care or any of its affiliates. East Ridge
Medical Investors, LLC is not a defendant in the lawsuit.
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ATTACHMENT 2

Section C, Economic Feasibility, Item 10

Current Balance Sheet and Income Statement
For East Ridge Retirement Medical Investors, LL.C
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157 Decen{ber 12, 2014
10:13 am
AFFIDAVIT e

STATE OF TENNESSEE

COUNTY OF BRADLEY

NAME OF FACILITY: LIFE CARE CENTER OF EAST RIDGE

I, Joan E. Thurmond, after first being duly sworn, state under oath that | am the applicant
named in this Certificate of Need application or the lawful agent thereof, that | have
reviewed all of the supplemental information submitted herewith in the attached letter,

and that it is true, accurate, and complete.

Life Care Centers of America, Inc.
By: VI/IQQ
Secre

(Aoan E. Thurmond, Assistant tary

Sworn to and subscribed before me, a Notary Public, this the 11th day of December, 2014,

witness my hand at office in the County of Bradley, State of Tennessee.

Chone ¢ i

NOTARY/PUBLIC

My commission expires (f/ é’/ /7

" 0 0000000’ )
'\\2 DLEY

ALTTCR NS
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159 Detember 17, 2014
10:25 am
o r-'f_f!
Life
e e

Car 3007 Keith Street, NW / P.O. Box 3480 / Clevelc'fh"d, Tennessee 37320-3480
Centers (423) 472-9585 | WWW.LCCA.COM
of America

Decémber 16, 2014
VIA FEDERAL EXPRESS

State of Tennessee

Health Services and Development Agency
Andrew Jackson Building

502 Deaderick Street — 9% Floor
Nashville, Tennessee 37243

ATTN: Phillip M. Earhart
HSD Examiner

RE: Certificate of Need Application CN1410-044
Life Care Center of East Ridge

Dear Mr. Earhart:

Please find enclosed, in triplicate, the Supplemental Information requested in connection
with Certificate of Need Application CN1410-044 for the proposed Relocation for the
above referenced project.

I would note that while I did receive your request electronically; however, I still have not
received the original via mail service. With that in mind, I submit the following for your
review:

1. Attached letter from Bank of Texas issued to East Ridge Medical Investors, LLC
acknowledging that they will issue a loan in favor of this entity.

2. As part of the financing with Bank of Texas, we will pay off our current mortgage
with HUD. The amount of the current mortgage on the building is $5,825,391.
Therefore, HUD will not be involved in the future financing of the building. The
party that is responsible for the repayment of this loan is East Ridge Medical
Investors, LLC. East Ridge Medical will be able to meet this financing
obligation, as well as that of Bank of Texas, through lease income of the future
operator/tenant once the new facility is operational.

TACORRESCC\CORRESLA\2014 Corres\DECEMBER\Phillip Barhart (East Ridge Repl CON Suppl ) 16.doc
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160

Phillip M. Earhart
December 16, 2014
Page 2 of 2

Thank you in advance for your assistance. If you should have any questions, please
contact me at (423) 473-5867.

CSCljes
Enclosure

cc: Richard McAfee
Ed Day
Dan Elrod, Esquire

I\CORRESCC\CORRESLA\2014 Corres\DECEMBER\Phillip Earhart (East Ridge Repl CON Suppl ) 16.doc
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December 17, 2014
10:25 am
© BANK OF TEXAS

Bank of Texas, N.A.

Healthcare Banking

5956 Sherry Lane, Suite 1100

Dallas, Texas 76225 Bianca Andujo

www.bankoftexas.com Bank of Texas

5956 Sherry lane #700

Dallas TX 75209

December 16, 2014

East Ridge Medical Investors, LLC
Forrest L. Preston

3570 Keith Street, NW

Cleveland, Tennessee 37312

RE: Life Care Center of East Ridge
Dear Forrest:

We are excited to discuss the opportunity to finance the replacement of your facility in East
Ridge, Tennessee. This sounds like an exciting project that will clearly serve the East Ridge
area well by delivering the care and services that today’s seniors need and desire. As you aré
aware, Bank of Texas has successfully worked with you and your companies over the past
several years and has provided you with financing for multiple projects.

Subject to your adhering to our applicable underwriting criteria, we are interested to work
with you on the replacement of Life Care Center of East Ridge. Based on our typical loan
parameters, we anticipate that the project can support a loan sufficient to fund up to 100% of
the costs which you anticipate to be $24,874,400. The interest rate would be established at
closing, but would be approximately 4% if we closed today. The loan term would be 5 years
with interest only during construction and lease-up. 1 know you are aware of our construction
financing process and our capabilitics based on our previous successful experiences with one
another. :

Bank of Texas looks forward to reviewing your loan proposal once you have obtained the
necessary Certificate of Need from the State. '

Dinnce iy

Bianca Andujo
Sr. Vice President

Sincerely, : . -

____ SUPPLEMENTAL #5
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AFFIDAVIT s

STATE OF TENNESSEE

COUNTY OF BRADLEY

NAME OF FACILITY: LIFE CARE CENTER OF EAST RIDGE

I, Cindy S. Cross, after first being duly sworn, state under oath that | am the applicant
named in this Certificate of Need application or the lawful agent thereof, that | have
reviewed all of the supplemental information submitted herewith in the attached letter,

and that it is true, accurate, and complete.

Sworn to and subscribed before me, a Notary Public, this the 16th day of December, 2014,

witness my hand at office in the County of Bradley, State of Tennessee.

xe & A

NOTARY PUBLIC

My commission expires (p/ A’/ /7




Brent Lambert Marc Gravitt

Mayor Vice Mayor
Denny Mannin Larry Sewell
Cazmc-};fmember & Co%ilmember
Jacky Cagle Andrew Hyatt
Councilmember City Manager

City of East Ridge

1517 Tombras Avenue
East Ridge, Tennessee 37412

January 29, 2015

Ms. Melanie Hill

Executive Director

Tennessee Health Services and Development Agency
Andrew Jackson Building, Suite 850

500 Deaderick Street

Nashville, Tennessee 37243

RE: Life Care Center of East Ridge
Dear Ms. Hill:

Life Care has provided me with information concerning its pending CON application to
replace its 40 year old existing nursing facility in East Ridge with a state of the art, all
private room nursing and rehabilitation facility.

As you may know, Life Care has been a part of the East Ridge community since it built
the current facility 40 years ago. The facility’s location borders Exit 1 on Interstate 75,
which is of course a major gateway to Tennessee from Georgia and indeed the entire
Southeastern United States. In addition to the nursing facility, I understand the
Company anticipates constructing at this campus two other facilities — a multi-story
assisted living facility and a multi-story retirement building. Life Care has worked with
the City of East Ridge and TDOT on plans to construct -- at the Company’s expense —
significant traffic improvements at the entrance to the campus, which will also be
beneficial to the community.



I am told that this facility currently draws support from a wide range of hospitals in the
entire southeastern Tennessee area. I believe the new facility'will only add to the
Company’s capabilities to serve the senior citizens in this part of our State and
surrounding communities.

Recognizing that Life Care operates in 28 states and must choose how best to allocate its
development resources nationwide, I am proud to support the Company’s decision to
construct this new facility in East Ridge, Tennessee, which will preserve Tennessee jobs,
provide economic growth in our state, and assure continued care for the area’s senior
citizens.

I urge the Agency’s approval of this project.
Very truly yours,

%41%"—;“‘

Andrew E. Hyatt
City Manager



Brent Lambert Marc Gravitt
Mayor Vice Mayor
Denny Manning Larry Sewell
Councilmember Councilmember
Jacky Cagle Andrew Hyatt
Councilmember City Manager

City of East Ridge

1517 Tombras Avenue
East Ridge, Tennessee 37412

January 29, 2015

Ms. Melanie Hill

Executive Director

Tennessee Health Services and Development Agency
Andrew Jackson Building, Suite 850

500 Deaderick Street

Nashville, Tennessee 37243

RE: Life Care Center of East Ridge
Dear Ms. Hill:

Life Care has provided me with information concerning its pending CON application to
replace its 40 year old existing nursing facility in East Ridge with a state of the art, all
private room nursing and rehabilitation facility.

As you may know, Life Care has been a part of the East Ridge community since it built
the current facility 40 years ago. The facility’s location borders Exit 1 on Interstate 75,
which is of course a major gateway to Tennessee from Georgia and indeed the entire
Southeastern United States. In addition to the nursing facility, I understand the
Company anticipates constructing at this campus two other facilities — a multi-story
assisted living facility and a multi-story retirement building. Life Care has worked with
the City of East Ridge and TDOT on plans to construct -- at the Company’s expense ~
significant traffic improvements at the entrance to the campus, which will also be
beneficial to the community.



I am told that this facility currently draws support from a ¥ide range of hospitals in the
entire southeastern Tennessee area. I believe the new facility will only add to the
Company’s capabilities to serve the senior citizens in this part of our State and
surrounding communities.

Recognizing that Life Care operates in 28 states and must choose how best to allocate its
development resources nationwide, I am proud to support the Company’s decision to
construct this new facility in East Ridge, Tennessee, which will preserve Tennessee jobs,
provide economic growth in our state, and assure continued care for the area’s senior
citizens.

[ urge the Agency’s approval of this project.
Very truly yours,

et

Honorable Brent Lambert
Mayor



Marc Gravitt District Office:
State Representative 1511 South Smith Street

30th District East Ridge, TN
rep.marc.gravitt@capitol.tn.gov STATE OF TENN ESSEE ok e i
February 16, 2015 Legislative Office:
War Memorial Building
Tennessee Health Services and Development Agency Nashvi(lée, ;FN 37243
Andrew Jackson Building, Suite 850 L

500 Deaderick Street
Nashville, Tennessee 37243
ATTN: Ms. Melanie Hill

RE: Life Care Center of East Ridge
Dear Ms. Hill,

Life Care has provided me with information concerning its pending CON application to replace
its 40 year old existing nursing facility in East Ridge with a state of the art, all private room
nursing and rehabilitation facility.

As you may know, Life Care has been a part of the East Ridge community since it built the
current facility 40 years ago. The facility’s location borders Exit 1 on Interstate 75, which is of
course a major gateway to Tennessee from Georgia and indeed the entire Southeastern United
States. In addition to the nursing facility, I understand the Company anticipates constructing at
this campus two other facilities — a multi-story assisted living facility and a multi-story
retirement building. Life Care has worked with the City of East Ridge and TDOT on plans to
construct, at the Company’s expense, significant traffic improvements at the entrance to the
campus, which will also be beneficial to the community.

I am told that this currently draws support from a wide range of hospitals in the entire
southeastern Tennessee area. [ believe the new facility will only add to the Company’s
capabilities to serve the senior citizens in this part of our State and surrounding communities.

Recognizing the Life Care operates in 28 states and must choose how best to allocate its
development resources nationwide, I am proud to support the Company’s decision to construct
this new facility in East Ridge, Tennessee, which will preserve Tennessee jobs, provide
economic growth in our state, and assure continued care for the area’s senior citizens.

I urge the Agency’s approval of this project.

Very truly yours,

Representative Matc Gravitt



CERTIFICATE OF NEED
REVIEWED BY THE DEPARTMENT OF HEALTH
DIVISION OF POLICY, PLANNING AND ASSESSMENT
615-741-1954

DATE: February 27, 2015

APPLICANT: Life Care Centers of America
d/b/a Life Care Center of East Ridge
3570 Keith Street, NW
East Ridge, Tennessee 37312

CON #: CN1410-044

CONTACT PERSON: Cindy A. Cross, Senior Director of Legal Services
Life Care Center of East Ridge
3570 Keith Street, NW
Cleveland, Tennessee 37312

COST: $24,874,400

In accordance with Section 68-11-1608(a) of the Tennessee Health Services and Planning Act of
2002, the Tennessee Department of Health, Division of Policy, Planning, and Assessment, reviewed
this certificate of need application for financial impact, TennCare participation, compliance with
Tennessee’s State Health Plan, and verified certain data. Additional clarification or comment
relative to the application is provided, as applicable, under the heading “Note to Agency Members.”

SUMMARY:

The applicant, Life Care Centers of America, Inc., d/b/a Life Care Center of East Ridge, a licensed
nursing home, owned and operated by Life Care Centers of America, Inc., a Tennessee corporation
is filing this Certificate of Need (CON) application for the replacement of the current facility at 1500
Fincher Avenue in East Ridge (Hamilton County), Tennessee. This current 40 year old 130 bed
facility will be replaced by a new 108 bed nursing home which will result in a reduction of 22 beds
to its licensed bed capacity. The replacement facility will be located at the site of the original
facility. No other services will be initiated or discontinued and no major medical equipment will be
requested.

The proposed new replacement facility will be owned by East Ridge Medical Investors, LLC which
will be owned by Life Care Centers of America, Inc. (99.5%) and East Ridge Medical, Inc. (0.5%).
Both of these entities are in turn owned by Forrest L. Preston. The Master Tenant/Sub-Lessor will
be Master Lease Master Tenant, LLC f/k/a Real Estate HUD Master Tenant, LLC, a Tennessee LLC,
which is owned by Forrest L. Preston (99.5%) and Developers Investment Company II, Inc.
(0.5%) which again, is owned by Forrest L. Preston. The license holder will continue to be Life
Care Centers of America, Inc., which is in turn, wholly owned by Forrest L. Preston.

The estimated project cost is $24,874,400 and will be financed by a loan from the Bank of Texas.
A copy of the letter from the Bank of Texas expressing its willingness to fund this project can be
found in Attachment C. Economic Feasibility.2 in the initial CON application.

GENERAL CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all of the general criteria for Certificate of Need as set forth in the
document 7ennessee’s State Health Plan.

NEED:
The applicant, Life Care Centers of America, Inc., d/b/a Life Care Center of East Ridge has
identified the need to replace the existing 130 bed facility, located at 3570 Keith Street NW in East

CN1401-044 Life Care Center of East Ridge
Construction, Renovation and Relocation of
Health Care Facilities



Ridge in East Ridge (Hamilton County), Tennessee, with a new 108 bed facility Medicare Skilled
Nursing Facility (SNF). The proposed replacement facility will be placed near to the site of the
existing nursing home facility which will be demolished, according to the applicant. The actual
address is not known at this time but may well be the same address as the current facility. The
current facility is licensed for 130 beds and that total will be reduced by 22 beds resulting in a 108
bed Medicare SNF.

The applicant considered maintaining the current nursing home facility but determined the cost of
renovation would, in fact, be greater than the cost of building a right-sized new facility. Therefore,
it would not be cost effective or feasible to continue operating the older nursing home. The
applicant commented that the construction of a new facility could allow for future expansion of the
nursing home and the expanded site could also provide space for a CCRC if deemed desirable by
Life Care Centers of America, Inc.

TENNCARE/MEDICARE ACCESS:

The CON application on page 4 contains the following information regarding Medicare and
Medicaid/TennCare participation. In their response to question 10 the applicant provided the
current Medicare number (445296) and the current Medicaid/TennCare number (0445296) for
Level II Qualified Medicare Beneficiaries (QMB). The applicant stated in response to question 13 on
the aforementioned page that this project would not involve TennCare/Medicaid participants.
Questions arose during the course of the review regarding the nature of the facility’s relationship
with TennCare/Medicaid. The facility provided a copy of a June 7, 2013 Informational Bulletin from
the Centers for Medicare and Medicaid Services titled Payment of Medicare Cost Sharing for
Qualified Medicare Beneficiaries. The bulletin states a State Medicaid Authority must
reimburse providers for QMB cost-sharing amounts as defined in Subsection 1905 (p) (3), of the
Act. This appeared to resolve the question. This would not require the applicant to provide other
Medicaid Level II or Level I services. The facility would then not be subject to the Linton Law due
to the fact it will not serve Medicaid/TennCare residents.

ECONOMIC FACTORS/FINANCIAL FEASIBILITY:

The Department of Health, Division of Policy, Planning, and Assessment-Office of Health Statistics
has reviewed the Project Costs Chart, the Historical Data Chart, and the Projected Data Chart to
determine they are mathematically accurate and the projections are based on the applicant’s
anticipated level of utilization. The location of these charts may be found in the following specific
locations in the Certificate of Need Application or the Supplemental material:

Project Costs Chart: The Project Costs Chart is located in the CON application on page
27. The total cost is $24,847,400.

Historical Data Chart: The Revised Historical Data Chart is located in Supplemental 2 of
the application. The historical financial data for the project is drawn from audited financial
statements representing aggregated data from all 215 nursing home facilities in 28 states.
The applicant states it has never prepared an audited financial statement for the Life Care
Center of East Ridge and will not release the consolidated audited financial statement for the
Life Care Centers of America, Inc. as requested by the HSDA staff in its project review.
Therefore any conclusions regarding the financial feasibility of the project based upon the
review of this CON application and representations made by the applicant would not be
conclusive. It is noted the applicant did provide some limited financial data on page 4 of
Supplemental 2 consisting of three (3) financial ratios (current ratio, debt service coverage
ratio and long-term debt to capitalization ratio). These can be found on page 3 of
Supplemental 2.

The applicant did release additional financial data in Attachment C. Economic Feasiblity.10-
Financial Statements, as reported in the initial CON application. The review of this document
by the Office of Health Statistics reveals the applicant reported in the account and notes
receivables Prior YTD and Per Books YTD but did not report any adjustments and net

DOH/PPA/...CON# CN1401-044 2 = Life Care Center of East Ridge
Construction, Renovation and Relocation of
Health Care Facilities



revenue or any other data related to these revenue sources. The Office of Health Statistics is
not aware of any restrictions involving this data since both Medicaid and Medicare cost
reports contain this information.

Note to Agency Members: The applicant states the release of the audited financial
statements to the Tennessee Department of Health, Division of Policy, Planning and
Assessment-Office of Health Statistics or the Health Services and Development Agency will
contain proprietary -information which will not be released to either agency. The applicant
does not identify what specific information in the financial statements would be proprietary
In nature or provide redacted financial statements. The Office of Health Statistics contacted
the Senior Director of Legal Services in order to identify what constitutes proprietary data.
The responses of the Senior Director of Legal Services and other representatives of Life Care
Centers of America, Inc., are as follows:

“As we discussed yesterday, please see attached the Cost Reports for Life Care Center of
East Ridge. In addition, I would again note that Life Care is a privately-owned company
and it considers all of its financial information confidential and proprietary, including its
assets, liabilities, revenue and net income. In addition, the audited financial statements
for Life Care Centers of America, Inc. includes information not only for Life Care Center of
East Ridge, but for 215 other nursing facilities and approximately 20 other
retirement/assisted living facilities that are merely affiliated with Life Care.

The application included information from the a prominent Tennessee certified public
accounting firm as well as our lender to substantiate that the applicant, Life Care Centers
of America, Inc., has the resources to complete the project. Total construction
expenditures alone, expended by Life Care and its affiliates in the past 10 years, were
almost $280,000,000. Life Care and its affiliates have never failed to complete a project
due to of lack of financial resources.”

The review of the Historical Data Chart (Revised) presented on page 7 of Supplemental 2 as
Attachment 4 reveals gross operating revenue of $15,522,377 in 2011, $14,367,071 in 2012
and $13,728,589 in 2013.

The contractual adjustments total only $25,476 in 2011, $1,807,415 in 2012 and $2,347,305
in 2013 respectively, if the calculations in the Historical Data Chart are correct. The review
by the Office of Health Statistics revealed a possible discrepancy in the 2011 entry for
Deductions for Operating Revenue. The $25,476 contractual adjustment total appeared to be
the result of subtracting $(499,760) from the amount for the provision of bad debt which
was $525,236. The contact person for the applicant was informed of this matter and was
asked to clarify the matter since this is a very low contractual adjustment unless the
$(499,760) is a positive amount rather than a negative amount. The financial contact person
for Life Care Center confirmed that the amount reported in the Historical Data Chart for
2011, while low, is correct.

The applicant reports the net operating income in 2011 was $1,283,834.11, in 2012 was
$(168,677) and in 2013 was $7,988.

Projected Data Chart: The Revised Projected Data Chart is located on page 9 in
Supplemental 2. The applicant projects it will provide 13,707 and 25,934 patient days of
care in years 1 and 2 respectively. The total net operating revenue in year one (1) is
projected to be $(2,462,272) and is projected to be $181,297 in year two (2) of the project.

The applicant’s projected average gross charge in year one (1) of the project is estimated to be
$500.64 and $532.79 in the second year of the project. The average deduction from revenue in
year one (1) is estimated to be $59.03 and is estimated to be $103.26 in the second year of the
project. The average net charge is estimated to be $441.61 in year one (1) and $429.53 in the

DOH/PPA/...CON# CN1401-044 =3 Life Care Center of East Ridge
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final year of the project. The applicant did not identify the reasons for the increased average
deduction in year two (2) of the project and the reduced net charge. The reduction in the number
of beds from 130 to 109, as well as possible changes in the RUG rates, may be contributing
factors.

CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE:

The review of the application by the Office of Health Statistics revealed the applicant had in 2012
considered a project to renovate the Life Care Center of East Ridge. The study determined the cost
of the project would not be as cost effective as building a new facility. The applicant presented a
chart on page 4 of Supplemental 1 which documented the cost of renovating the current facility
and the cost of building a new facility. The result of the applicant’s analysis revealed renovation
would cost $16,292,080 while new construction would cost $14,837,000. Further review of
Supplemental 1 revealed a letter from Franklin Associates, Architects, Inc. which contained an
estimate of $17,837,000 for the construction project.

Note to Agency Members: Further review of Supplemental 1 revealed a lelter from Franklin
Associates, Architects, Inc. which contained an estimate of $17,837,000 for the construction
project. The basis for this estimate includes several factors not included in the comparative cost
estimate such as A/E fees of $740,000, site preparation costs of $1,800,000 and a contingency
fund of $500,000.

The Life Care Center of East Ridge is licensed by the Tennessee Department of Health, Division of
Health Licensure and Regulation. The applicant supplied a copy of the last licensure/certification
survey conducted by the East Tennessee Regional Office on January 21-23, 2014. An on-site revisit
was performed on March 12, 2014. Based upon the survey and the plan of correction (POC) the
facility was found to be in compliance with all participation requirements as of February 14, 2014.

The applicant states that the amount paid in state and federal penalties against Life Care Center of
East Ridge since January 1, 2011 is $195,715. This was the result of a civil monetary penalty levied
against the facility in regard to its 10/18/2011 survey.

Note to Agency Members: The applicant, in response to questions regarding pending litigation,
informed the HSDA staff that the pending court cases identified by the applicant have been
combined in the United States District Court for the Fastern Division of Tennessee. These two (2)
cases involve allegations of improper billing for skilled services. The applicant believes, as it notes,
that it has substantial defenses to the allegations and intends to vigorously defend itself in this civil
litigation, as noted on page three (3) of Supplemental 3.

The Life Care Centers of America, Inc. are a network of 235 facilities in 28 states with 5 currently
licensed nursing home facilities in Hamilton County. This allows administrative and clinical services,
as well as facilities, to be optimized for the delivery of comprehensive nursing home services. The
presence of the corporate offices in nearby Cleveland, Tennessee will provide management
resources to assist in the completion of this project.

SPECIFIC CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all relevant specific criteria for Certificate of Need as set forth in the
document Tennessee’s State Health Plan.

CONSTRUCTION, RENOVATION, EXPANSION, AND REPLACEMENT
OF
HEALTH CARE INSTITUTIONS

1.  Any project that includes the addition of beds, services, or medical equipment will be
reviewed under the standards for those specific activities.

DOH/PPA/...CON# CN1401-044 -4 - Life Care Center of East Ridge
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There will be no additional beds as a result of this project. The project will result in a
reduction of 22 nursing home beds for Life Care Center of East Ridge.

2. For relocation or replacement of an existing licensed health care institution:

a. The applicant should provide plans which include costs for both renovation and
relocation, demonstrating the strengths and weaknesses of each alternative.

b. The applicant should demonstrate that there is an acceptable existing or projected
future demand for the proposed project.

The cost of renovating the existing structure would be $16,292,080 while the cost of
the proposed new facility would be $14,837,000.

The average daily census for the 108 bed skilled nursing facility is expected to go from
55.3 in project year 1 to 71.1 in the second year of operation.

3. For renovation or expansions of an existing licensed health care institution:

a. The applicant should demonstrate that there is an acceptable existing demand for the
proposed project.

b. The applicant should demonstrate that the existing physical plant’s condition warrants
major renovation or expansion.

This specific criterion is not applicable to this project.

DOH/PPA/...CON# CN1401-044 E 5% Life Care Center of East Ridge
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